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A Banker’s Diary 


Fork some time the economic and financial outlook 
in this country has been obscured by the uncertainties 
as to the scale of rearmament expenditure 
‘Rearma- jn coming years, and the methods by which 
ment 
Sinenee™ it will be financed. In the current issue, 
therefore, THE BANKER presents a series 
of four articles which attempt to survey the whole 
problem of rearmament finance so far as this is possible 
in the light of our present limited knowledge. It will 
be observed that the writers of the different articles 
are by no means unanimous in their conclusions. Thus 
the contributor of the article entitled “ The Future 
Budgetary Problem,” which deals with the question of 
rearmament and its finance primarily from the point 
of view of the internal economy, inclines heavily towards 
borrowing as the most desirable method of finance; 
whereas the writer of ‘‘ Rearmament and the Balance of 
Payments,” having regard to the effects upon our ex- 
ternal position and the reactions of foreign owners of 
capital to the methods of finance employed, looks with 
greater favour upon at least some increase in taxation. 
Thus the series is not presented as in any way an attempt 
to solve the Chancellor of the Exchequer’s problems for 
him in advance, but as a basis of discussion and with 
the object of making clear the general proportions of the 
problem. 


As this is written, the debate on the Third Reading 
of the so-called Sharepushing Bill has yet to take place. 
Share- Clause to of the amended Bill goes far to 
pushing Bill Meet the objections raised against clause 9g 
—Some of the original draft, to whose potential 
Objections dangers so far as bankers were concerned 
Remain we called attention three months ago. 
At the same time, there remains one provision of the 
amended Bill which it is to be hoped will be modified 
in committee. As is well known, the Bill prohibits the 
buying and selling of securities on any Stock Exchange 
except by those who have either obtained a_ licence 
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to deal or have been exempted from the provisions 
of the Bill. It appears that the banks (other than the 
Bank of England) would be expected, as the Bill stands, 
to apply for a licence or for exemption. To subject 
the banks to such an indignity would be all the more 
anomalous as, under another provision of the Bill, unit 
trusts obtain a blanket exemption simply by having a 
bank (or other responsible institution) as trustee. If a 
blanket exemption were granted to all banks as such, 
there might be some danger of sharepushers evading 
the Bill by setting themselves up as “ banks,” a relatively 
inexpensive procedure open to anybody. This could 
easily be circumvented by invoking the principle used 
elsewhere in the Bill of delegating discretion to a pro- 
fessional body. The Bill should provide that members 
of the British Bankers Association or of the Overseas 
Banks Association are ipso facto exempted from the 
restraint upon dealings in securities. 


StNcE the drain of funds away from London was con- 
tinuing throughout September, the clearing bank averages 
for that month naturally failed to reveal 


Fall in the full extent of the withdrawals. For the 
Bank , 
Deposits most part, the further changes shown by 


the October averages represent the delayed 
appearance in the figures of movements which had 
already taken place during the crisis period. A com- 
parison of the October with the August figures, as shown 
in the following table, thus gives a fair measure of the 
loss of deposits during the crisis and the adjustments 
in the banks’ various assets corresponding to that loss :— 
Clearing Bank Averages 
(£ millions) 
Oct., 1938 Sept., 1938 Aug., 1938 Oct., 1937 


Deposits .. <» S,286-9 2,233°4 2,262°4 2,275°2 
Cash a - 230°7 230°7 237°8 230°7 
Money at Call re 145°4 145°6 I50°2 159°7 
Discounts .. oF 266-8 287°5 303°2 294°6 
Investments a 631°I 631°4 627-2 624°6 
Advances .. - 952°0 951°9 953°1 967°3 


From August to October the decline in deposits, as 

will be seen, amounted to £42-7 millions, which corres- 

ponds remarkably closely to the fall of £46-4 millions 

by the end of September indicated by the September 
T 
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averages on the assumption that the efflux of foreign 
funds had been evenly spread over the month.* On 
the assets side, the chief counterpart of the loss of deposits 
is the reduction of £36-4 millions in the banks’ bill 
porti folio and of £4-°8 millions in call money. This 
reduction, of course, reflects the complete cessation of 
bill purchases by the banks during the crisis and some 
calling in of loans from the market in order to restore 
we depleted cash reserves by allowing their holdings 

f Treasury bills to mature. When the displacement of 
credit due to the crisis has worked itself out completely, 
however, the contraction in deposits would still be ex- 
pected to have its counterpart in a reduction in money 
market assets (bills and call money), since the sterling 
acquired by the Exchange Account in payment for its 
gold losses would normally be used to pay off tender 
Treasury bills. When the crisis effects have worked 
themselves out completely, too, the banks’ cash reserves 
should be no lower than before, except perhaps by the 
£4 millions which would leave cash ratios unchanged 
after the reduction in deposits. During October, how- 
ever, public deposits at the Bank of England were still 
running at a fairly high level (part of the Exchange 
Fund’s accumulations of sterling remained immobilized 
owing to the lags and frictions in the credit mechanism), 
so that the cash item, as compared with August, shows 
a decline of {7-1 millions. The fall in advances, which 
was fairly rapid in previous months, seems to have 
been checked in August, since when this item has remained 
very stable. Investments were actually increased in 
September and remained at the higher level in October. 


THE Bank Returns, which are analyzed in the table on the 
next page, show a steady return from circulation of the 
notes withdrawn during the crisis. As was 

R tong explained last month, the withdrawals were 
- ai made less by the public than by the banks, 
who had to safeguard themselves against 

a possible breakdown in transport in the event of war. 
There was some possibility that the banks would take 
permanent precautions against such a contingency by 
instructing their country branches to maintain larger 








* See ‘‘ The Clearing Banks in the Crisis,’ by Paul Bareau, in our 
last issue. 
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reserves of till money. Of Regs there is no sign in the 
Returns. The figure of . bay -6 millions for November 16 
shows a contraction of {2 2 millions from the peak 
level of £505-8 millions Pd n by the October 5 Return, 
and is actually slightly lower than on September 21, 
before the withdrawals began. Over the same period 
of 1937 there was a net contraction in the circulation 
of about £5 millions. 
Analysis of Bank Returns 
(£ millions) 


2 


Discounts 


Note Government and Public 3ankers’ 
circulation securities advances deposits deposits 
Oct. 26 482°5 107°6 4°*2 25°0 100°4 
Nov. 2 484:0 102°4 10°4 I4°I 109°5 
Q 482°7 I0I-6 a 15°9 I109°5 
16 478-6 95°2 I2°4 35°0 89°5 
23 476°1 g1°8 12°2 ie a Q2°2 


It will be observed that on November 2 the “ cmcoants 
and advances’”’ item showed a sudden jump of {6-2 
millions. This was largely a reflection of the utilization 
by the Czech government of one-half of the £10 million 
credit granted by this country after the Munich agree- 
ment. Although the Bank’s holding of Government 
securities was simultaneously reduced, despite a small 
increase in the note circulation, bankers’ deposits benefited 
by a release of funds from public deposits, rising to 
f109:5 millions. This comfortable position was main- 
tained in the following week, but the November 16 
Return showed a sharp rise in public deposits to £35-0 
millions, due to the fresh pressure on sterling, perh aps 
aggravated by the incidence of Treasury bill maturities 
and payments. Bankers’ deposits were thus reduced 
once more to £89-5 millions, an even lower level than 
during the crisis. Needless to say, Government securities 
were reduced {6-4 millions to offset the return of notes 
from circulation. 


DiscouNT rates were well maintained throughout the 
greater part of October, but the turn of the month saw 
a fresh slump to the famine level of }3—,% 

rag 2] per cent., which was the normal level 
Reins before the crisis disturbances, and the 
banks reduced their buying rate for week-old 

bills to the old level of $ per cent. The ultimate reason 

= @ 
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for this precipitate fall in rates despite the severe shaking 
which the discount market experienced during the crisis 
was, of course, the shortage of bills. The tender issue 
of bills steadily declined, despite the increase in the 
current deficit, from £560 millions at the beginning of 
August to £517 millions on November 5. No doubt 
the latter part of that fall did not represent any actual 
reduction in the supply of bills in the hands of the 
market, for during the crisis, it will be recalled, the 
Exchange Account made heavy purchases of October 
and November bills in the market. These may have 
aggregated anything up to {80 millions, so that it is 
possible the tender issue available to the public at the 
beginning of October was no more than £440 to £450 
millions. Even though the market supply of bills 
may actually have been rising during October, however, 
the comfortable cash position of the banks at the beginning 
of November, coupled with their keen desire to replenish 
their shrunken bill portfolios, was sufficient, as we have 
seen, to drag down discount rates to their old level. On 
November 4 and 11 the average rate of allotment at 
the Treasury tenders was actually below 43 per cent. 


THE following week saw an abrupt reversal of the situa- 
tion. Owing to the fresh immobilization of funds on 
public deposits, money became quite tight— 

a rates for bond money, which had been 
oo very easy, despite the movement of funds 
to New York, owing to the contraction 

in the market’s bond position brought about by the 
crisis liquidation, hardened again to } per cent. or more. 
At the same time the banks announced their withdrawal 
from the market as purchasers of bills, and are not 
expected to be buyers again on any large scale this year; 
while there was a distinct deterioration in the political 
atmosphere following the anti-Jewish excesses in Germany. 
Hence the end-year upward movement began earlier 
and was more marked than normally, the average rate 
at the November 18 tender jumping to I4s. 11°374., 
against Ios. 6-16d. a week earlier and 10s. 2:12d. at 
the corresponding date in 1937. For another reason 
than the temporary immobilization of credit, the seasonal 
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peak in bill rates is likely to be saisiaaaaiadis this year. 
In former years, as is well known, the market has been 
able, by laying in stocks of end- December maturities and 
tendering only for the bills to be paid for on the early 
days of January, to pass on to the Treasury the onus 
of the special borrowing needed to expand the credit 
base over the turn of the year. Since December 31 this 
year falls on a Saturday, the market will have to take 
up bills allotted at the December 23 tender before the end 
of the year. In any case the market is not too well 
supplied with end-December maturities owing to the 
crisis. It will therefore seek to obtain in higher rates 
compensation for the danger of being forced into the 
Bank, unless it is made very clear beforehand that the 
credit position will be made comfortable. Such an 
assurance may be forthcoming, for the Bank is expected 
at any moment to announce a transfer of gold to the 
Exchange Account. This operation might be coupled 
with a temporary increase in the fiduciary issue of a 
larger amount, to protect the Reserve against the 
Christmas drain of notes. This would serve the 
double purpose, as such operations usually have done 
in the past, of meeting the requirements both of the 
internal credit position and of the Exchange Account— 
in this case by restoring the latter’s sadly depleted gold 
reserve, which in the third week of November must have 
fallen well below {100 millions. 


STERLING ya not long remain at the levels in the neigh- 
bourhood of 4-80 to which it rebounded immediately 
after the crisis. In the middle of October 
Sterling the Exchange Account was able to bring 
under about a recovery to 4-78 by taking ad- 
Pressure ‘ 2 ee oo 2 
vantage of the technical position of the 
market. The market being heavily long of dollars and 
short of sterling, the Control very cleverly pressed dollars 
for sale, which were reluctantly absorbed, and thus 
stimulated a rush to cover by bears of sterling. The 
undertone of sterling nevertheless remained weak, and 
although the dollar rate remained very steady between 
4°76 and 4:73 until the middle of November, this 
stability must have cost the Account a fair amount of 










































230 THE BANKER 





gold. In mid-November there was a sudden pressure, 
which to the market's astonishment was allowed to break 
the rate from 4-75 on November 14 to 4-68} at one time 
on the foll ong day. The proximate cause of this 
break seems to have been the moderate repatriations of 
French funds following the announcement of M. Reynaud’s 

decrees, and the unforeseen decision of the French 
Exchange Fund at once to convert its sterling into dollars 
through market channels, however incompatible this 
procedure may seem with the co-operation of the various 
monetary authorities demanded by the Tripartite Agree- 
ment. Another source of pressure on sterling was a 
fresh movement of funds to New York, due to the political 
apprehensions re-awakened by the Jewish pogroms in 
Germany; while the market was particularly vulnerable 
to sudden movements in rates owing to the many wild 
rumours which had been in circulation of an all-round 
currency manipulation (including a depreciation against 
gold both of sterling and the dollar) to be included in 
the Anglo-American trade agreement. On the publica- 
tion of the Anglo-American trade pact, sterling secovered 
slightly, but thereafter declined rapidly to below 4°62! 

atone time. Owing to the fall in sterling gold rose Born. 
to a new record level for all time of 150s. 43 'd. on Novem- 
ber 26. Whether the escape clause in the Treaty has any 
great significance for exchange policy it would be difficult 
to say. No doubt it provides an additional incentive to 
resist sweeping exchange movements, even when these are 
fully justified economically, though the Tripartite Agree- 
ment alone seems hitherto to have been sufficient basis 
for a close co-operation between our own and the U.S. 
authorities. So far, at least, the Agreement has done 
nothing to prevent a further decline in the pound. 








THE overseas trade figures for October can scarcely 
be called satisfactory (there is again a _ considerable 
contraction in trade as compared with 
Improving the corresponding month of 1937), but they 
— do contain several encouraging features. 
The fact that the severe political crisis 

of September did not prevent, even though it may have 
reduced, the normal autumn expansion in trade 1s 
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itself amatter for congratulation; and it is also welcome 
that the increase in exports from August to October 
was not only greater than the increase in imports but 
also in excess of that during the corresponding month 
last year, whereas the reverse is true of imports. In 
individual items on the side of exports, moreover, 
such as exports of cotton yarns and manufactures, 
there are some signs of the beginnings of recovery in 
those export trades which have suffered so severely 
during the depression. The returns are summarized 
in the following table :— 


(In £ millions) 
October, September, October, 
1938. 1938. 
Imports .. oe i 79°0 
Exports, U.K. goods .. 42-6 
Re-exports ws a 5°4 
Total exports .. ai 45-0 


Import surplus .. i 3I°1 


Another welcome feature of the returns, it will be 
observed, is the reduction in the adverse visible balance 
of trade. The import surplus for the month was only 
{31:1 millions, as compared with {43-3 millions, so 
that the adverse balance for the first ten months of the 
year was only {328-7 millions, as compared with £340: 4 
millions in the ‘corresponding period of 1937, a decrease 
of {11-7 millions. As has been pointed out previously, 
our adv ‘erse balance was rising rapidly during the first 
three months of the year, and in March showed an 
increase of as much as £18-4 millions. Since that time 
the deterioration has steadily been made good (except 
for a slight setback in July), but October is the first 
month in which the comparison over the year has been 
a favourable one. This is not to say that our balance 
of payments for the year will show any improvement, 
for invisible items such as shipping income and 
income from overseas investments must have declined 
sharply, but it is none the less satisfactory that the 
balance on visible trade account is now moving in 
our favour. 
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LIKE the retiring chairman, Sir Richard D. Holt, the 
new chairman of Martins Bank, Mr. Frederic Alan Bates 
(who forms the subj ect of our frontispiece 
B a _this month) has aoes connections with 
so cc shipping. Mr. Bates, who is a brother of 
Sir Percy E. Bates, Bart., chairman of the 
Cunard Steam Ship Co., Ltd., is a director of Cunard 
White Star, Ltd. He is also deputy chairman of the 
Cunard Steam Ship Co., Ltd., the Royal Insurance 
Co., Ltd., and the Liverpool and London and Globe 
Insurance Co., Ltd., and is on the board of Thos. & Jno. 
Brocklebank, Ltd., as well as being a partner in the 
family merchant banking business of Messrs. Edward 
Bates & Sons. He became a director of Martins Bank 
in 1934 and was appointed a deputy chairman in February 
last. Mr. Bates, now 54 years of age, is the fourth son 
of the late Sir E. P. Bates, Bart., and was educated at 
Winchester and Trinity College, Cambridge. He served 
in the Great War, attaining the rank of Major in the 
R.A.F., and was awarded the M.C. and A.F.C. Mr. Bates 
resides at Gyrn Castle, Flintshire, of which county he is 
a Deputy Lieutenant. 

Sir Richard Holt’s resignation has unfortunately 
been prompted by reasons of health. Sir Richard has 
only recently recovered from a severe illness and, acting 
on advice on the interests of his health, he has decided 
to curtail some of his activities. Sir Richard has been 
elected a deputy chairman of the Bank, a position which 
he had previously held. 








In the “ Scottish Banking” section of our November 
issue it was mentioned that the Royal Bank of Scotland 
shared with Barclays and only two other 

mer eae English banks the distinction of having 
secured an increase in advances over the 
ten-year period from 1928-37. Over those 
ten years, in fact, the Royal Bank's advances rose some 
20 per cent., whereas those of the other independent 
Scottish banks showed a decline of 31 per cent. and 
those of the Scottish institutions affiliated to English 
banks declined by 27 per cent. Even in the ight of 
this rising trend, it is surprising to find that the Royal 
Bank’s accounts for the current year show a further 


Scotland 
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increase of over {1 million, since the previous balance 
sheet was struck at the very height of the 1937 boom. 
The bank’s deposits are also slight] y higher at a record 
level of £69,922,000, the greater part of the increase in 
advances having, however, been financed by a reduction 
in bills discounted and investments. Taken as a whole, 
the bank’s balance sheet presents a picture of very 
active trade at a time of general business recession. 


The Future Budgetary Problem 


By “‘ Economist” 
‘Tt events of the last few months and the necessary 


further increase in our armaments expenditure 

have brought the coming Budget into the fore- 
front of discussion far earlier than usual. In the last 
few years the scope of discussion on the Budget problem 
has steadily widened. In former years the problem 
was considered as a financial problem in the narrowest 
sense. Given the expenditure, and given the national 
income, the sole question at issue was how part of that 
income should be diverted into the coffers of the State 
to cover that expenditure with the least inconvenience 
and/or with the maximum social justice. It was tacitly 
assumed that the financial policy of the Government 
had no influence on the state of trade and that, even 
if it had, it was not a function of the Government to 
use this particular weapon to promote stability in 
economic life. The Budget of the State was treated 
in every way as similar to that of the individual and it 
was assumed that no principle which was unsound in 
the case of the individual could be justified in the case 
of the State. In earlier periods this point of view was, 
to a large extent, justified. The Budget did not amount 
to more than a fraction of the national income, and the 
effect of variations in Government expenditure was 
negligible in contrast to the impetus of other forces 
determining business activity. 
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In more recent times the expansion in the functions 
of the State has rendered this view obsolete. The sum 
total of State expenditure has reached such an order 
of magnitude as to make changes in it, and the methods 
by which it is to be financed, a matter of the highest 


importance in the economic life of the country. The 
realization of this fundamental change in the economic 
structure is very slow in spreading. After some decades 


of opposition the principle of State relief for unemploy- 
ment has become accepted, even in the United States, 
where as recently as 1931 aid was refused to the workless. 

But the responsibility for the maintenance of full 
employment is still rejected (though the credit for 
any improvement in the economic position is, to be 
sure, always claimed by the Government in power, and 
it is intriguing to see how deftly Sir John Simon now 
reverts to the more modest view of the Government’s 
influence in this respect). The famous Treasury minute 
rejecting pleas for public works still obtains—at any 
rate in this country. It is not quite realized by the 
authorities that its validity is based on a monetary 
theory of the business cycle held by a distinguished 
Civil Servant which they would be the first to repudiate. 
Thus, its log sical reasoning is, in Mr. Balfour’s words, 
employed as “an accomplice instead of a guide.” Un- 
founded as is the view which still denies the influence 
on business of State finance, its general acceptance 
by those responsible for the conduct ‘of private business 
has rendered the policy of conscious Budget management 
extremely difficult. Loan expenditure by the State 
or its near equivalent, a Budget deficit, would defeat 
its own purpose if it led to a confidence crisis. In a 
free economic system the refusal to invest and/or an 
export of capital would tend to increase the rate of 
interest and lead to a fall in private demand. An 
were gt by the Central Bank to step into the breach 
would, if confidence were not restored pari passu, merely 
add fuel to the flames. As fast as it relieved monetary 
stringency caused by the export of capital the cash which 
it created would flow back and diminish its foreign 
reserves. 

The ever-increasing burden of rearmament which 
has, from the point of view of the Exchequer, wiped 
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out all the gains made during the recovery ee as a 
— of the conversion operations and the buoyancy 
f the revenue, has nevertheless forced into the forefront 
. question of the Budget as a vital influence on the 
level of business activity. In the last two years it 
became clear that rearmament of such huge proportions 
could not be borne without serious social and economic 
consequences if parts of the productive capacity of 
the country remained idle. If economic progress, 1.e. 
private investment, could be maintained, so much the 
better. But unemploy ment had to be avoided at all 
costs. It was equally clear that, heavy as was the 
burden of rearmament, it could not be regarded as a 
direct menace to the monetary stability of the country. 
With costs (wages) at their present level and provided 
full employment were attained, national income would 
run at the rate of £4,500 to £5,000 millions per annum, 
perh aps even somewhat more. Voluntary savings under 
these circumstances would not be less than about 
{450-500 millions per annum. A Budget deficit below 
that limit could not thus cause real inflation (though 
it would tend to wipe out unemployment) provided 
private investment were kept i check. The serious 
long-run implications of a contir 2d diversion of savings 
from increasing the productive apacity of the country 
was realized. It was also realized that the taxation 
necessary to carry the burden of an increasing National 
Debt might, at some future date, act asa deterrent on 
business activity and investment. Thus the future 
growth of national income would be prejudiced at once 
from both sides. On the other hand, whatever measures 
in the direction of both increased taxation and restrictive 
banking policy seemed advisable in 1936 and the beginning 
of 1937, after the break in the boom no alternative to 
loans seemed practicable. It was fairly certain that after 
a period of prolonged recovery little reliance could be 
placed on factors within the internal private economic 
structure to reverse the process of shrinkage once it had 
started. There was some hope that a rapid recovery in 
America, bringing a recovery in our export trade, would 
provide a useful stabilizing influence, but, pending a 
favourable turn of events overseas, it was difficult 
to see any other factor which could help to maintain 
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the national income. In these circumstances, it was 
fairly obvious that a strict policy of taxation could do 
little to solve the problem and prevent an increase in the 
National Debt. For an increase in taxation would have 
meant that the shrinkage of the national income and 
thus of the tax yield would not have been arrested. 
Hence, the savings having first run to waste, equilibrium 
would have been established by the ensuing Budget deficit 
absorbing the reduced volume of savings. 

This view of the position led to the conclusion that 
all discouragement of private spending and investment 
by additional taxation should be avoided, that active 
measures should be taken, both to stimulate cost 
readjustment to revive private initiative, and to increase 
the loan expenditure of the Government. Does thisanalysis 
still hold? The answer to this question will mainly depend 
on our estimate of the future volume of armaments ex- 
penditure. It has been repeatedly stated by the Govern- 
ment that its aim is to achieve, if not numerical parity, 
at least parity of striking and defence power with the 
strongest country to whic h we may be opposed in an emer- 
gency, having regard to the peculiar geographic position 
of the country. There can be no doubt that Germany is 
that strongest country at the present moment. It seems 
also fairly certain that her expenditure on armaments 
in terms of real purchasing power is running at the rate 
of somewhere between £850-—£1,000 millions per annum. 
Under these circumstances, a very considerable extension 
of our armaments expenditure, which in the current 
financial year is just over £370 millions, has to be 
contemplated. 

The Secretary for Air has already foreshadowed 
an expansion in the air estimates from {120 to {£200 
millions. Whilst it may be supposed that the greatest 
need is for an expansion in the expenditure on the 
air arm, it seems obvious that the cost of civilian defence 
will also have to be increased rapidly if the deficiencies 

which have been revealed are to be made good. Nor is 
aan any reason to suppose that the two other Services 
will not demand increased contributions, though the 
rise in their cases might be on a less considerable scale. 
There is, moreover, no assurance that the £80 millions 
now foreshadowed will be sufficient for all contingencies 
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in a year which does not seem likely to be less critical 
than the past year, unless the policy of appeasement 
achieves a resounding success. Hence, if the promises 
of the Government to provide adequate defence are to 
be kept, we have to envisage defence estimates of, at 
the very least, £500 millions. It would be well worth 
bearing in mind that even that amount does not represent 
a rate of expenditure on armaments which would justify 
us in hoping that the present regrettable discrepancy 
between the armed power of this country and its strongest 
neighbour was being quantitatively reduced. It is, of 
course, true to say that after a certain point armament 
expenditure, like some private investment, yields de- 
creasing returns in terms of strategical offensive and 
defensive power. The question remains whether that 
point has been reached even in Germany and whether 
the rate of acceleration of German armament expenditure 
is not being suitably increased. Taking into account 
the changes in the geo-political position in Europe which 
have recently taken place, it is not an exaggeration to 
say that even £600 millions per annum cannot necessarily 
be regarded from the military-strategic point of view 
as an excessively high expenditure on defence. 

What, then, is the significance of these figures for the 
Budget prospects on the one hand, and the economic 
situation in Great Britain on the other? The lower 
limit envisages an increase in expenditure on armaments 
of £130 millions, the higher one of £230 millions. This 
would imply, if no other changes took place, a total 
expenditure between £1,180 and £1,280 millions, excluding 
self-balancing outlay. It would leave some £240-£340 
milli ions to be covered by loans,* as compared with this 
year’s authorized level of £113 millions. Some further 
corrections have to be made. The t tax increases decreed 
in the current budget will yield increasing returns in 
the next financial year, which is the first full year for 
their operation. This addition has been estimated by 
Sir John Simon at roughly £5 millions at the current rate 
of national income. On the other hand, he expected 
for this year an increase in the yield of taxes as a result 
of the natural buoyancy of revenue of not less than 


* On Nove mbet r 29 Sir John Simon announced that the present £400 
millions limit to defence borrowing would be raised. 








238 THE BANKER 


oO 








£41-8 millions. It is too early to arrive at any conclusion 
whether this estimate was not unduly optimistic, the 
bulk of direct taxation being paid in the last quarter of 
each financial year. However the current year turns 
out, it would be rash to expect the continuation of such 
buoyancy after the severe fall in prices and production 
since June, 1937. The automatic shrinkage in revenue 
next year at anche ged rates of taxation will in all 
probe bility be not less than £30 millions. It may well 
be in the neighbourhood of £50 millions or more. This 
leaves the Chancellor another £25-£45 millions short, 
thus carrying prospective loan expenditure to the level 
of between £265-{385 millions. He must, moreover, 
reckon with a continued increase of other civil expendi- 
ture, especially on social services and subsidies. 

How is this gap to be bridged? We saw that the 
rate of savings at the present lev el of costs and with high 
employment was between £400 and £450 millions. Apart 
from the Government deficit, we know that the local 
authorities and other public bodies have been investing 
at the rate of something like £120 millions per annum. 
It is difficult to envisage an abrupt fall in this amount. 
This leaves us with savings available for Government 
expenditure and private investment of something like 
£300 millions. Hence, if armaments expenditure does 
not rise above the limit of, say, £500 millions and private 
investment is still languishing as a result of an un- 
favourable international political situation, the covering 
of more or less the full expansion by loan expenditure 
would seem to be both practicable and advisable. This 
procedure would increase employment and _ national 
income, but would not be so excessive as to cause general 
inflation. 

This conclusion depends on the assumption that 
labour and capital are freely interchangeable, and that 
the transfer from civilian to war production can be 
accomplished without friction. Within certain limits 
this assumption is justified. But already in 1937 there 
was a serious shortage of specialized labour and of capital 
equipment. If armaments demand increased considerably, 
serious bottlenecks would seem to be _ unavoidable. 
Hence, if the civil demand for these specialized productive 
factors, both labour and capital, is not curtailed, we 





THE BUDGETARY PROBLEM 239 





may see serious shortages developing. In a free market 
system, this must result in a rise in prices until home 
consumption and exports are reduced to the level where 
available supply is sufficient to accommodate the more 
urgent military demand. This process, however, may 
easily spread and result in a cumulative and socially 
undesirable expansion of demand. It would also lead to 
speculation, i.e. an increase of private investment in 
stocks (in working capital) and hence in a general inflation. 
This contingency must be avoided. If it cannot be 
avoided by an urgent expansion of the scarce productive 
capacity it must be avoided by a limitation of private 
demand. Now the reduction in home civil demand can 
be accomplished by an increase of taxation. An increase 
of general taxation would result in a fall of total con- 
sumption demand and that would free, among others, 
some of the special labour required for rearmament 
purposes. It would, however, leave us with increased 
unemployment. Better results could be achieved by 
speci al taxation curtailing civil demand, absorbing special 
productive capacity but ‘leavi ing civil demand unaltered, 
e.g. a reduction of the demand for motor c cars, the produc- 
tion of which absorbs both special labour and materials 
needed for aircraft manufacture. Identical effects could 
be obtained, and thus untoward general price movements 
avoided without also causing unnecessary unemployment, 
by a direct rationing of the scarce factors of production 
between rearmament demand, export demand and home 
civil demand. If we take into consideration the rise in 
productive capacity, the present civil demand and the 
probable increase in rearmament demand we must 
come to the conclusion that an increase of defence ex- 
penditure above £500 millions will change the economic 
aspect of the problem of rearmament. Even two years 
ago Budget policy—though it could no longer be neglected 
as an economic factor—could still be regarded as a 
convenient means of stabilizing business and thus of 
avoiding unnecessary lowering of the standard of living. 

Now we are confronted with new problems. The 
difficulties in the way of diverting labour and capital 
from civilian to rearmament work begin to make them- 
selves felt. It seems doubtful whether we can escape from 
the twin menace of suffering either an increase in unem- 
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ployment—hence a threat both to the standard of 
living and to future economic progress—or a surfeit 
of demand leading to inflation. The possibility of having 
to institute direct control over the greater range of 
economic life even before an outbreak of hostilities 
if we are to avoid the untoward internal and _ inter- 
national repercussions of monetary instability, i.e. cumu- 
lative inflation or deflation, will for the first time have 
to be considered. 

As yet the solution of the problem does not seem 
to be ‘impossible by methods which are compatible 
with economic freedom. Considering, however, the very 
rapid expansion in the demand for specialized production, 
it seems that a taxation policy which merely tries to 
solve the financial problem, i.e. to divert national income 
into the cofiers of the State without taking into account 
the great divergence between how that income would 
have been spent had taxation not been increased and 
how it will be spent as a result of the necessity of increasing 
armaments, must at this juncture have serious con- 
sequences. An increase in income tax may well swell 
unemployment without helping to solve the problem 
of shortage in skilled engineering labour. Hence, if 
we are to avoid an unnecessary shrinkage of national 
income and an unnecessary increase in unemployment 
whilst increasing our output of armaments and safe- 
guarding our balance of trade, the Government must 
make an extremely skilled use of the two methods of 
economic management which do not interfere with the 
individualistic system of enterprise—banking policy and 
Budgetary policy. Otherwise we shall witness high 
profits in certain industries whilst the standard of living 
is falling and unemployment is rife. Any such failure 
to deal with the economic problem involved in re- 
armament, however, might well lead to discontent and 
social tension.* 











* This analysis does not take into account the possibility of either 
a serious threat to our markets by subsidized exports or of a flight of 
capital on a considerable scale. Both factors would increase the 
need for more direct control of economic life, especially in our dealings 
with foreign countries. As yet these threats do not seem to be 
immediate. 











Rearmament and Its Finance 
To Date 


By L. G. Newton 
se is the fourth year of rearmament in the air, 


and the third of rearmament in the Services as a 

whole. In the period from March, 1935, to March, 
1939, this country will have spent, according to the 
various estimates, about £1,000,000,000 on defence, and 
it will have contracted to spend a great deal more. 
Indeed, the original estimated cost of £1,500,000,000 has 
already been far exceeded on paper—i.e. in commitments 
and it may well be exceeded in fact shortly after the 
start of the 1940-41 financial year. 

That, briefly, is the money which this country has 
spent on rearmament to date. It was inevitable, of 
course, that the expenditure of such a sum would involve 
many new departures from the Government’s normal 
policy, that it would alter to some extent the industrial 
structure of the country. And in these changes there 
have been two of major importance; the first industrial, 
the second financial. Both must influence official policy 
for some time to come. 

The industrial development, which is, perhaps, the 
more important of the two, has been the acquisition by 
the Government of a large, possibly even a preponderating, 
stake in the armaments industry. This is not a step 
which the Government appears to have taken at all 
willingly. In fact, its obvious reluctance was far too 
evident at the start of the expansion programme, and 
was to some extent the cause of initial delays. But, once 
started, the development rapidly spread. Take, for 
instance, the aircraft industry, in which this change in 
official policy has been most noticeable, although it has 
by no means been restricted to it. 

The Air Force expansion programme has been increased, 
officially, five times since it was started. And with each 
increase there has been some change in the contemplated 
future structure of the aircraft industry. To begin with, 
the Government relied on extensions to the existing 
aircraft industry, which was a small one dominated by a 
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few large firms. In this phase expansion was undoubtedly 
delayed by the natural reluctance of the firms to expand 
their works for what was considered at that time to be 
merely a short-term programme. Eventually a capital 
agreement was reached between the industry and the Air 
Ministry—it was embodied as a clause in the general 
price agreement which now covers all aircraft contracts. 
The next step was the first tentative move towards the 
so-called ‘“‘shadow’’ scheme. In other words, the 
Government was soon forced to admit that there was a 
limit, and a very definite limit, to the extensions which 
private enterprise was willing and able to undertake. 

It will be recalled that under the “‘ shadow ”’ scheme 
the Government owns the factory and equipment. A 
chosen firm acts as manager and agent, for which service 
it receives a fee during the period the factory is being 
erected—this fee is believed to be a percentage of the 
total cost—and a fee per unit of output when pro- 
duction actually starts. Initially the Government 
allotted these “‘ shadow ”’ factories to firms outside the 
regular aircraft industry, a policy which, it is not perhaps 
unfair to state, caused some disappointment. Later 
they were given to the regular aircrait firms themselves. 
And, finally, the Ministry evolved the present large-scale 
sub-contracting schemes, while the old “ professional ” 
aircraft industry was linked to major companies in other 
industries. Examples of this final development include 
the sub-contracting scheme for the Lancashire area, the 
linking of Handley Page with English Electric, and of 
the railway companies with Hawker and Blackburn. A 
few years ago the aircraft industry thus comprised only 
a few firms; to-day there are about 3,500 firms manu- 
facturing aircraft parts and components. And the 
number of firms, as well as the Government’s interest 
in them, is still increasing. 

The industries supplying the Admiralty and War 
Office have not presented quite the same problems. For 
one thing, the War Office started its major equipment 
expansion about a year later than the Air Ministry, so 
that it was able to benefit from the latter’s experience. 
In addition, the War Office has always given a major 
part of its work to Government arsenals, which are 
becoming increasingly important. The Admiralty, of 
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course, has had a long association with its chief supply 
industries. Hence the element of suspicion or friction 
which did at one time undoubtedly exist between, for 
instance, the aircraft industry and certain sections of 
the Air Ministry, was avoided from the start. Both the 
War Office and Admiralty have, however, adopted the 
shadow factory system to some extent. The total number 
of shadow factories must now be approaching, if it does 
not exceed, 100. 

This Government capital employed in the armament 
industry must be remembered when considering the actual 
expenditure on arms during the past four years. 
Excluding A.R.P., which so far has taken less than 
{20,000,000 in actual cash outlay, this expenditure has 
amounted to approximately {973,750,000. The indi- 
vidual votes have amounted to roughly £371,000,000 for 
the Navy, £308,000,000 for the Army and £295,000,000 
for the Air Force. And of the total, ‘‘ warlike stores ”’ 
have accounted for just under 50 per cent. The chief 
items in these “ warlike stores ’’ have been as follows :— 


1935/36 1936/37 1937/38 1938/39 


(£000’s) 
Naval shipbuilding contracts .. 12,160 17,850 31,650 38,750 
Naval dockyards i ome .. 13,600 17,300 19,450 24,100 
Other warlike stores for Navy .. 5,050 8,630 12,770 15,490 
Aircraft and spares a a 9,620 19,600 29,680 51,830 
Army guns an én Ms 2,500 3,250 13,890 23,720 
Army transport .. ss - 1,180 1,820 6,370 7,870 


The total expenditure on “ warlike stores” will, 
according to these figures, have amounted to £470,000,000 
by the end of the current financial year. In actual fact 
it will almost certainly be higher, for the rate of production 
has recently been increased—this is particularly true of 
the aircraft industry. So there is little doubt that some 
expenditure will be carried forward into the 1939-40 
financial year. This can be done quite easily. The 
estimates do not necessarily give an exact indication of 
the expenditure on specific items during a definite period. 

It will be noticed that three industries have taken by 
far the greater part of the money spent on equipment : 
the shipbuilding industry, the aircraft industry, and the 
armament industry in the old sense of that word, i.e. the 
industry supplying guns and ammunition. But the 
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figures do not give a true indication of the extent to 
which armament expenditure has permeated throughout 
the whole national economy. In a typical contract for 
the construction of a cruiser there were, for instance, as 
many as 300 sub-contracts involved; for the construction 
of a “ Tribal ”’ class destroyer there were about 275 sub- 
contracts. And about two years ago, before the present 
extensive sub-contracting system for the aircraft industry 
had been evolved, there were, in at least one instance, 
over fifty sub-contracts in the construction of a bomber. 
The whole industrial economy has thus been drawn more 
and more into the armament orbit. 

There is, perhaps, one further item of expenditure 
which should be mentioned, that of works and buildings. 
About £75,000,000 is the budgeted estimate for this 
expenditure in the four-year period—March, 1935, to 
March, 1939—but in view of recent developments that is 
certainly an understatement. The Government’s actual 
commitments over works and buildings are, of course, 
very large indeed, and it cannot be said that this expen- 
diture, which has steadily grown during the period under 
review, has yet reached its peak. 

In general, it is probably true to say that a fair 
proportion—it may even be as high as 25 per cent.—of 
the expenditure on equipment during the past four years 
has been money spent on development, using that word 
in rather a wide sense. For instance, the table given 
previously shows that the vote for aircraft and spares has 
exceeded {100,000,000 in this period. If the average 
price of an aircraft is taken as £15,000, which is liberal, 
the industry should have produced over 7,000 aeroplanes. 
The explanation of what seems to be a manifestly absurd 
conclusion is probably this. At the beginning of the 
expansion the Air Ministry ordered a large number of 
machines which were obsolete even at that time, but 
which the industry could produce quickly. By this 
method the Ministry obtained a number of machines 
which, in a way, it did need for possible military reasons 
(but which cannot be, and are not, considered as first line 
machines to-day). At the same time it gave the industry 
an initial training in quantity production, of which 
aircraft firms had at that time little or no experience. 
There is no such obvious example of this “ training” 
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expenditure in the other categories of “‘ warlike stores,” 
but in all probability it has played a part in most, if not 
all. 

The relatively small total expenditure on armaments 
in the initial stages of the programme was thus the result 
of both the Government’s unwillingness and its inability 
to spend at a faster rate—unwillingness because the 
necessary size of the programme was underestimated, 
and inability because industry lacked the capacity and 
experience. But the expenditure has rapidly increased 
year by year for all that. In 1935-36 the three defence 
services took £141,808,000; for 1936-37 the figure was 
£170,697,000; for 1937-38, £285,093,000; and for 
1938-39, £376,158,000. It can be said, therefore, that 
the abnormal expenditure on defence has already 
amounted to, say, £400,000,000, taking the 1935-36 
figures as the norm. Of this sum only £193,000,000 has 
been financed by loan: £80,000,000 was allocated from 
loan account to the defence services in 1937-38, although 
only {64,900,000 of the proceeds were actually issued by 
the end of that year, and £113,000,000, including supple- 
mentaries, has been allocated for 1938-39. 

This loan provision, the deliberate unbalancing of the 
Budget, represents the second major change in Govern- 
ment policy. It will be recalled that the Government 
obtained power to provide {400,000,000 from loans during 
the five years ended March, 1942. The various Service 
estimates are charged with interest (3 per cent.) up to 
1942, and after that the defence votes have to provide 
enough to repay the principal in thirty years. At the 
same time, it was stipulated that any Budgetary surplus 
should be spent on defence, instead of being used for debt 
redemption, and counted as part of the £400,000,000 
loan. The first charge for interest thus appeared in the 
1938-39 estimates. 

The moral principle of the loan provisions was that 
future generations would benefit from the defence 
measures as much as the present. And, in order to carry 
this principle to its logical conclusion, any draft on the 
Consolidated Fund has been definitely allocated in the 
estimates to more or less durable capital goods such as 
“ warlike stores’ and buildings. Of course, it does not 
make the slightest difference in practice which vote is 
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met by revenue and which by loan. The total estimate 
and the total loan provision are the only things which 
really matter. The Services, however, have adopted the 
practice of allocating the loan to these specific items, 
although this does not necessarily mean that the money 
is spent in that way. 

It will be remembered that the total loan provision 
was fixed at {400,000,000 at approximately the same time 
that the cost of the whole expansion programme was 
estimated at {£1,500,000,000. We have already seen 
that the latter figure will be far too small. It is impossible 
to give any indication at the moment of what the actual 
cost will prove to be, but some idea can be obtained of 
the probable defence estimates for the next financial year. 
It has already been announced, for instance, that the 
Air Force vote will be in the neighbourhood of 
£200,000,000 (that presumably excludes appropriations- 
in-aid from the other estimates), which is a further 
increase of about {£80,000,000. We must expect, too, 
some increase in the re is certain to be 
a heavy charge for anti- seni? and general equipment 
for the Regular and Territorial Army. And the charge 
for the naval constructional programme will be higher 
also. In addition, there is the expenditure on A.RP. 
It would not be surprising, therefore, if the estimates as 
a whole showed an increase of £150,000,000, making the 
total defence budget approximately £525,000,000. 

That, at any rate, is the sort of figure for which we 
must be prepared. Hitherto we have largely been 
paying for development and preparation. Now we must 
pay for the arms themselves; and that is a costly process. 





Rearmament and the Balance 
of Payments 


Y all the canons of economics and logic it is clear 
B enough that rearmament must be one of the most 
important individual influences on our external, 

as on our internal, position. In the current fiscal 
year we are planning to spend {376-2 millions on_the 
three services alone, irrespective of A.R.P. or Food 
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Defence mage go and that total, moreover, represents 
an increase of £234-4 millions, or 165 per cent., in three 
years. All the same, it would be difficult to disentangle 
from the statistical evidence any clear indication of the 
effect which that large and rapidly increasing volume 
of loan and public works expenditure has had either 
on the course of industrial development or on our over- 
seas trade. When signs of hesitancy in business first 
made their appearance last year, it was popular to argue 
that the growing volume of rearmament expenditure 
would surely prevent any appreciable recession. In 
actual fact, as we know, the level of activity fell away 
from the peak of 1937 just about as sharply as it had 
done in any previous trade cycle. That is not to argue, 
of course, that rearmament has not in fact been of 
significance. On the contrary, there is every reason 
to suppose that defence expenditure intensified the 1937 
boom and has cushioned the subsequent recession. 

When one turns to our external position, it is even 
more difficult to reconcile the facts with the popular 
impression that rearmament has involved heavy purchases 
from abroad while serving to hamper the export trades 
and depress exports. Rearmament undoubtedly has 
coincided with a period in which our balance of payments 
has deteriorated sharply. But it is equally sure that 
a visitant from Mars, who had not been informed that 
in the past few years our own planet has become as 
obsessed with warlike affairs as his own is reputed to be, 
could find a perfectly plausible interpretation of our 
trade figures ignoring that factor completely. 

The most promising figures to examine, or so at least 
one would imagine, are those for the first nine months 
of the current year as compared with the corresponding 
period of 1936. This choice of period has more than 
one advantage. Rearmament was already being ex- 
panded in 1936, but the Budgetary year 1936-7 marked 
the beginning of the really intensified drive. By a 
fortunate chance, moreover, the level of general business 
activity was about the same in each period (the Economist 
index averaged about 105 in each case), though in 1936 
the trend was a rising and in 1938 a falling one. Thus, 
so far as private industry is concerned, these are roughly 
comparable periods, though in interpreting the figures 
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various qualifications must naturally be borne in mind, 
such as changes in prices, the fact that consumers were 
probably restocking in the first instance and destocking 
in the second, and so on. 

Let us first consider the nature of rearmament 
expenditure to see what effects on the external trade 
position might a priori be expected. If the defence 
estimates for 1938-9 are compared with actual spending 
in 1936-7 it will be found that the main increases in 
expenditure fall under the following heads : 


MAIN INCREASES IN DEFENCE EXPENDITURE 
1938-9 OVER 1936-7: 








fm fm 
Shipbuilding .. i wd 20°9 
Government shipyards 6:8 
27°7 
Guns.. oe 20°5 
Airplanes, etc. 32°2 
Other warlike stores : 
Navy.. - - ind 6:8 
Army ei a ied 36-1 
aa a od - 19°5 
—  62°4 
Transport (wheeled and track- 
ed, for Army) — a 6:1 
New works and buildings : 
Army is _ ns 6-0 
Air ee oe oe ee 6-1 
—- _ I2'I 
Pay and quartering : 
Navy.. si a wa 2°4 
Army 5 aa - 1-6 
Aw ss . is - 8-5 
—— 22° 
173°5 


It will be seen that the pay and maintenance of 
personnel is to cost only {12-5 millions more this year 
than two years ago. A sum of {12-1 millions is allocated 
to new works and buildings. The balance of the specified 
items, representing £148-9 millions, or 72} per cent., 
out of a total increase of {205-5 millions, relates to 
materials which are the product of a limited group of 
industries. Apart from the armaments industries proper 
(for guns and ammunition) they concern almost ex- 
clusively the motor and aircraft industries, engineering 
of various kinds, and naval shipbuilding. 











Scrutiny of the items individually suggests that of 
this round £150 millions only a small proportion would 
actually be expended for the direct purchase of imported 
goods—labour represents so considerable a proportion in 
the total cost of building even a battleship, which consists 
so largely of the mere assembling of components produced 
by other industries. Nevertheless, this expenditure would 
be expected to have some direct effect on the trade 
figures in the form of increased imports of materials for 
the heavy industries and engineering, such as iron ore 
and scrap, iron and steel and machine tools, together 
possibly with increased imports (or reduced exports) 
of ships, motor vehicles and aircraft. 

It will be seen from the following table, which shows 
the chief changes in our external trade figures over the 
two years, that actual movements in trade bear no 
resemblance to this hypothetical pattern : 





MOVEMENTS IN EXTERNAL TRADE BY GROUPS 
JANUARY—OCTOBER 
INCREASE 1938 OVER 1936 


IMPORTS : £ millions 
Food, drink, tobacco .. a ae + 49°4 
Raw materials, etc. .. a ss + 9:6 
Manufactures .. - ‘6 ‘a + 2I°I 
Total imports .. xa A my + 81°5 


Exports, U.K. Goons: 


Food, drink, tobacco .. a a + "7 
Raw materials. . or sn Ais + 5:0 
Manufactures .. a king e + 22°I 
Total exports, U.K. goods .. er + 27°4 


PRINCIPAL CHANGES IN INDIVIDUAL ITEMS 


IMPORTS : 


Food, drink, etc. if millions 
Dairy produce ei i ae + II*7 
Grain and flour A bee ‘a + 10°3 
Meat ‘st 7 - a +- I0°o 

Raw Materials : 

Raw Cotton 7” ot ie — 10°8 
Rubber 3 - + 6:3 


Non-ferrous ores and scrap oi + 3 
Paper-making materials .. sci + 3°6 
Oils, fats, etc. ne re a + 3 
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Manufactures : £ millions 
Non-ferrous metals. . sia i + 7:8 
Oils, fats, etc., manufactured sn - 6:7 
Machinery es 


Iron and steel and manufactures 


thereof a4 ; + 82°9 
Leather and manufactures ‘thereof — 2:7 
EXPoRTs : 
Raw Materials : 
Coal ise ~ oe a + 6:7 
Wool, woollen rags .. _ “ ‘9 
Manufactures : 
Machinery .. ba is = + 13°9 
Vehicles na - i - L 98 
Iron and steel and manufactures 
thereof ls oa = S-¥ 
Cotton yarns and mé anuf: .ctures ae — gI 
Woollens and worsteds_.. ai - 4°3 


Manufactures of other textiles and 
apparel .. 7 ‘a ne — 3:0 


Of the £81-5 millions increase in imports, {49:4 
millions is accounted for by the food, drink and tobacco 
group, of which £32-0 millions is in turn represented 
by the three items: dairy produce, grain and flour, and 
meat. In the raw materials group the largest single 
items are the drop of {10-8 millions in cotton imports, 
reflecting the decline in textile activity due to the de- 
pression in world trade, and an increase of £6-3 millions 
in imports of rubber due solely to the fact that in 1936 
rubber exports were diverted from this country to the 
United States by the higher prices ruling in New York. 

The increases of £3-9 millions in purchases of “‘ non- 
ferrous ore and scrap”’ (a chief constituent of which 
seems, somewhat paradoxically, to be iron pyrites), and 
of £3-0 millions in “oils, fats, etc.” (which includes 
whale oil), obviously have some connection with defence, 
whereas the rise of £3-6 millions in paper-making materials 
just as obviously has not. In the case of manufactured 
imports the rearmament influence is more obvious. 
The “non-ferrous metals’ group shows considerable 
increases in aluminium and nickel; the “ oil, fats” 
group includes petrol and other oil, which is known to have 
been accumulated on a large scale for defence; machine 
tools figure fairly prominently among the increased 
imports of machinery. 
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On the side of exports the only absolute decreases 

elate to the products of the textile industries and are 
hues purely a reflection of the state of world trade. 
The largest increases, on the other hand, concern pre- 
cisely these industries which are most preoccupied with 
defence—iron and steel, engineering, shipbuilding, motors 
and aircraft. Iron ore and scrap, it will be noted, does 
not even figure among the principal changes, imports 
this year having been only {1-8 millions higher than 
in 1936. It may be noted also that imports of “ all 
other articles’”’ in “ Class III, Group U,” which only 
since January, 1938, has included goods, other than 
petroleum oil, imported on direct Government account 
and carried otherwise than on Government vessels, 
shows an increase of only £1,238,000. 

There is no doubt that a closer examination of indi- 
vidual items and industries would reveal that direct 
imports for rearmament purposes have been of greater 
importance than is suggested by this superficial glance 
at the figures. 

In 1936 private industry was undoubtedly stocking 
up for the boom of 1937, whereas this year traders of 
all kinds have been allowing their stocks of materials 
to run down to a minimum. The contrast must have 
been particularly marked in the case of iron and steel. 
Rearmament imports of various kinds are thus disguised 
in the figures taken for comparison by the decline in 
purchases on the part of private industry. 

Moreover, we know that the Government has been 
accumulating for defence purposes various materials 
not directly used for armaments. Thus the Government 
some months ago announced that it had made i 08 
of wheat, sugar and whale oil, subsequently regularized 
by the Food (Defence Purchases) Bill, which were 
estimated to aggregate about £7,500,000, to which must 
be added the recent purchase of 200,000 tons of Roumanian 
wheat at a cost of about £650,000. In addition it is a 
little surprising in view of the recession in trade that 
retained imports this year of copper, tin and lead have 
been higher than in the corresponding period of 1937 
The increase of 66,161 tons to 307,735 tons in retained 
imports of lead is especially significant. 

Even when full allowance is made for factors of 
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this kind, however, it seems likely that direct imports 
on rearmament account, other than purchases of com- 
modities for storage, have not this year been running 
more than {20-25 millions higher than in 1936, a sizeable 
figure, to be sure, but one considerably less than is often 
supposed. The indirect effects of rearmament may have 
been more significant. How much less we might have 
imported but for the maintenance of consumers’ income 
by rearmament expenditure, and how much more our 
exports might have been but for the increase in costs 
due partly to rearmament, it is impossible even to estimate. 
We know that rearmament was largely responsible for 
last year’s scramble for steel and the consequent rise 
in its price, the retention of which has probably been 
one of the most serious of the increased costs hampering 
many important industries. It is well established, too, 
that the limited supply of various productive factors, 
notably skilled labour, has created “ bottlenecks ”’ in 
many industries, and that the bidding to secure these 
factors for defence parpores has driven up costs to a 
point at which private industry finds it difficult to 
compete. Of this, the full effects are yet to be seen. 
In shipbuilding particularly, the rise in costs has led 
to a complete falling away in private orders, so that 
when various naval vessels now under construction are 
off the stocks the industry (which is, of course, an im- 
portant exporter) may find itself for some time extremely 
short of employment. 

Nevertheless, even such indirect effects of rearmament 
as these can easily be exaggerated. The bulk of rearma- 
ment expenditure has hitherto been financed out of 
taxation. In the main, that entails only a change in 
the distribution of national resources as between different 
lines of expenditure, and some resources are probably 
being thrown out of employment in the process owing 
to lack of mobility. Loan expenditure certainly is more 
likely to create additional employment in industries 
working for the home market, and so adversely affect the 
balance of payments, though last year only £64-9 millions 
of defence expenditure was actually charged to loan 
account, and this year only {112-9 millions of borrowing 
is at present authorized. Ina state of under-employment 
such as the present, however, any Government expendi- 
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ture at all, even when financed out of taxation, ceheiite 
means a net increase in total employment. 

For all this, our adverse balance for the first ten 
months of the current year was no more than {52:7 
millions more than for the same period of 1936. What 
is certain, at all events, is that the general pattern of our 
external trade—the import boom which only recently 
passed its peak, the severe decline in exports this year— 
has been dictated primarily by external influences. 
The state of world trade has hitherto been the dominant 
influence, rearmament only a secondary factor. Un- 
fortunately we may reach in the coming financial year 
the point at which the order of importance of these two 
sets of influences will be reversed. The future financial 
problem of rearmament is very fully dealt with in another 
article, and only the broadest implications of various 
lines of policy for our external position need be indicated 
here. The basic facts are that our balance of payments 
position, though improving, is still decidedly out of equi- 
librium (a deficit on income account is being partially 
financed by losses of gold, involuntary short-term borrow- 
ing or the realization of external assets) and that since 
March we must have lost rather more than £200 millions of 
gold. Though our gold reserves are still very adequate, 
probably representing more than Io0o per cent. cover 
against any Empire or foreign balances which are at all 
likely to be withdrawn, it is clear that in deciding upon 
a financial policy full regard must be paid to its probable 
repercussions on the external position. 

From this point of view, there is a distinct presump- 
tion in favour of a moderate increase in taxation rather 
than inflationary borrowing. A judicious programme of 
increased taxation would not only serve to check unnec- 
sary imports and keep down the level of export costs but 
—even more important in view of the overriding im- 
portance of capital movements—would also discourage 
further withdrawals of foreign balances, which might 
only too readily take flight at the first signs of even a 
moderate inflation which could be justified without 
difficulty from the point of view of the internal situation. 
On the other hand, it should not be overlooked that a 
punitive increase in taxation, even in this country, 
might eventually precipitate an export of domestic 
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capital, which would have infinitely more serious effects 
on our international balance sheet (a loss of gold due 
to foreign withdrawals is at least accompanied by a 
corresponding reduction in external liabilities). Looking 
fairly far ahead (at any rate beyond the coming financial 
year) it is evident that there is some danger, unless the 
policy of appeasement achieves a resounding success, 
of the fiscal burden of rearmament reaching a scale at 
which either of the two normal modes of finance (taxation 
and borrowing) might cause a flight of capital. Even 
before that point is reached the Chancellor will be hard 
put to it to find just that apt combination of taxation 
and inflation which best meets the requirements both 
of the external and internal position, considered as a 
single whole. In any case, considerable thought should 
be devoted, while the position is still thoroughly sound, 
to the appropriate policy to be followed if the present trend 
of armaments expenditure should continue. Two things 
at least it would probably be wise to guard against well 
in advance: an unwanted depreciation of sterling, or 
the danger of our being driven to adopt exchange 
restrictions to prevent such a depreciation. (If the case 
were made out for adopting a controlled economy, of 
which exchange restrictions would form an adjunct, as 
an aid to more efficient rearmament, that would be a differ- 
ent matter.) One solution, though an undesirable one on 
general grounds, might be a selective increase in duties 
on inessential imports, of which the proceeds would be 
devoted to export subsidies and to the purchase of 
materials for defence. Fortunately our financial strength 
provides us with an unexceptionable weapon in reserve ; 
overseas investments in private ownership could be 
mobilized by the Government in exchange for internal 
loans, much as dollar securities were mobilized in the 
War, and the proceeds used for special imports. The 
principle of treating rearmament as capital expenditure 
has already been recognized in the National accounts; 
and if this is permissible there is no reason why capital 
held abroad should not, in a time of emergency, be 
converted into the capital equipment of defence. In a 
civilized world, of course, any such further weakening 
of our external position would be deplorable in the 
extreme; under present conditions it may well prove 
the least of many evils. 

















Rearmament Finance Overseas 
By W. G. J. Knop 
Nite of the leading Powers of the world has escaped 


the burden of large-scale rearmament during the 

last few years. Nor does there seem to be any 
prospect of the near future producing any change for the 
better. In fact, every country more or less regards itself 
as only on the threshold of a greater rearmament effort. 
In the circumstances, it is certain that the worldwide 
economic changes caused by the rearmament wave will 
be intensified in the period before us. 

If the degree to which rearmament has led to the 
growth of State control varies considerably from one 
country to another, an even greater difference exists 
regarding the extent to which the financial and other 
resources of the nations have already been mobilized for 
that purpose. In the case of Japan, for instance, it can 
definitely be said that she is not able to make a military 
effort much in excess of the one which she has been 

making for the past year, although the present effort 

might be continued for a number of years. Similarly 
Germany and Italy will not find it easy, though no 
doubt it would be possible, to raise the level of their war 
preparations much farther. On the other hand, countries 
like the U.S.A. or Switzerland, provided they are not 
hampered by internal political factors, have every pos- 
sibility of speeding up and expanding their rearmament 
programme well in excess of the present level. These seem 
to be the chief lessons of the brief survey which follows of 
rearmament finance in a number of the more important 
individual countries. 


FRANCE 


If in Germany and Italy rigid State control and 
determination to mobilize every element of the nation’s 
financial strength has enabled these two countries to 
meet tremendous financial demands without any outward 
sign of difficulty, in France the picture is precisely the 
opposite. Here the monetary wealth of the nation is 
much larger than in either Germany or Italy; yet 
France’s finances have experienced nothing but chaos in 
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recent years. Successive Governments have been wrest- 
ling with growing deficits, only to leave matters worse for 
their successors. Deflation, taxation and credit expansion 
have been tried alternately, but hitherto in vain. Hence 
in France the problem of rearmament finance is inex- 
tricably bound up with the country’s perennial financial 
difficulties. 

According to M. Reynaud, the total charges on the 
1939 ordinary Budget will be approximately 64,500 
million francs. Of this 14,780 millions is for military 
purposes. The extraordinary Budget is required almost 
entirely for military purposes. Its total amount for 1939 
is estimated at 25 milliards. There will thus be an expen- 
diture of 40 milliards for military purposes against 
55 milliards for civil expenditure, the latter including 
nearly 5 milliards for civil public works. Taking into 
account a number of other commitments of the Treasury, 
it will be necessary for it to borrow the fantastic sum of 
55 milliards next year.* The financial task before France 
is clearly a tremendous one, especially as she may find 
it necessary to increase her armament programme even 
more than is at present regarded as necessary. 


SWITZERLAND 

In Switzerland the need for a far-reaching rearmament 
programme was felt only in the earlier part of this year, 
when the disappearance of Austria from the map of 
Europe brought home to the Swiss the dangers of their 
own position. This coincided with the growing conviction 
that the economic stagnation of the country needed to 
be remedied by a courageous public spending programme. 
The Government therefore decided on a fundamental 
departure from the principles which had previously 
guided its economic policy, and produced a long-term 
‘“ work-creation’”’ plan. This plan provided for a total 
expenditure of 400,000,000 francs, of which approximately 
200,000,000 francs were for military purposes. A number 
of minor technical and political difficulties have hitherto 
prevented this plan from being put into effect, but only 
temporarily. 

In view of the present conditions of the capital market 


* For a more detailed review of the French financial position, see 
‘The Paris Bourse Welcomes M. Reynaud,”’ by M. Mitzakis, p. 302. 
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the financing of this programme could, of course, be 
carried out quite easily by the issue of a Government 
loan, especially since the Federal Government in the 
course of the past year has redeemed out of current 
resources nearly half a milliard of Government loans. It 
seems, however, that for the time being the Treasury 
prefers to mobilize the idle funds of the note-issuing 
banks by issuing I per cent Treasury Bills. The service, 
redemption and interest of the frs.400,000,000 plan is to be 
met by the replacement of the present “ crisis’ tax by 
a “defence” tax. In addition to this extraordinary 
expenditure, to be financed by borrowing, the current 
expenditure for military purposes (other than capital 
expenditure) comes under the ordinary Budget. The 
ordinary Budget is likely to produce a deficit, w vhose size 
will depend on the Government’s ability to overcome 
vested interests and impose a number of additional fiscal 
burdens. 

Essentially, Switzerland will be able to finance her 
military expenditure according to orthodox rules. At 
the same time, however, the growing volume of public 
spending is proving the starting-point for the dilution of 
the purely individualist nature of her economic system 
with some of the lighter elements of interventionism. 


GERMANY 

During the last five years, undoubtedly, Germany has 
provided a classic example of rearmament finance by 
means of credit expansion. The level of military expen- 
diture rose tremendously—namely, from Rm. 3 milliards 
in 1933/34 to some Rm. 16 milliards in the current 
financial year. Altogether by the middle of next year 
Germany will have spent for military purposes during 
six years some Rm. 60 milliards. 

Of this nearly one-quarter has been met by the issue 
of long-term loans, and Rm. 30 milliards by means of 
short-term financing. The remainder has been paid for 
out of revenue from taxation. In order to ensure the 
success of its financial policy, the Government was forced 
to introduce an absolutely watertight control over the 
money and capital market. Private capital issues were 
banned, leaving the Government as the sole borrower in 
the market. 
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Moreover, complete control over the banking 
apparatus made it possible for the Nazi authorities to 
force the banks, the savings banks and the insurance 
companies to take up any amount of Government paper. 
At the same time taxation was raised to exorbitant levels 
and private consumption artificially restricted, partly in 
order to assure the Treasury a greater revenue, and partly 
to prevent inflationary price tendencies from becoming 
too pronounced. 

By the beginning of 1938 it was already held that a 
switch-over from short-term financing to longer-term 
methods had become imperative. The subsequent 
political upheavals, however, not only defeated all 
attempts at economy, but greatly increased the Treasury 
deficit. A loan issued immediately after the Munich 
agreement proved a great success, yielding enough cash 
to give the authorities a breathing space in which to 
consider the possibilities of a radical recasting of the 
system of financing. The expropriation of a large part 
of the remaining Jewish capital in Germany may have 
been due either to a desire to prolong this breathing space, 
or it may even represent an indication of the kind of 
financial policy to be anticipated for the future. 


ITALY 


Italy’s two wars in Abyssinia and Spain and her 
frantic rearmament at home have brought her to a point 
where the usual methods of financing the treasury deficit 
—short-term borrowing and funding operations—are no 
longer by themselves adequate. The ordinary Budget 
for 1938/9 was estimated to yield a surplus of 
37,000,000 lire. Actually, the end of the present 
financial year promises to produce a deficit on the 
extraordinary Budget of over 14,500 million lire, which is 
more than 2,500 millions higher than the deficit in 
1937/38. This deficit is particularly remarkable in view 
of the fact that the Italian Government had made special 
efforts to increase revenue from taxation. Its relative 
importance is shown by a comparison with 1930/31, when 
the total expenditure of both the ordinary and the 
extraordinary Budget was in the neighbourhood of 
20 milliards. 

Approximately nine milliards of this year’s deficit has 
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been met by the issue of Treasury Bills, the issue of nine- 
year bonds against the surrender of foreign securities by 
private owners, and by short-term credits from the Bank 
of Italy and the Cassa Depositi e Prestiti. Through the 
latter the Government can borrow the funds of the Postal 
Savings Bank. The remaining 54 milliards were to be, 
and are being, found by means of a forced levy on the 
capital of companies. One such levy was imposed in 
the autumn of 1937. It yielded a total sum of 5-5 mil- 
liards, of which 4:5 milliards were included in the present 
financial year. A further capital levy, this time on those 
companies which last year had been left immune, was im- 
posed by the Italian Government last month. According 
to estimates of the Tvibuna this levy will not yield much 
more than 1-2 milliard lire, and of that about 200 million 
lire will fall in the next financial year. 


The repeated use of such measures of expropriation 
is a clear indication that the capital and money market 
in Italy as a source of borrowing for the Government no 
longer functions. On the other hand, the authorities have 
at least succeeded by drastic measures in checking the 
inflationary effect of their spending policy on prices. 


JAPAN 


Like Italy, Japan is already several steps ahead of 
other countries. She has passed the stage of merely 
preparing for war. The problem for her is how to pay 
for the war now being waged in China. 

The total cost of the China “‘ campaign ’”’ up to June 
last amounted to 7,500 million yen, or about five times 
the entire Budgetary expenditure of a pre-Manchukuo 
year. The following figures show the extent to which 
Budgetary expenditure, and the share of military ex- 
penditure in it, have risen in recent years :— 


In million yen 
1931/2 1936/7 1937/8 1938/9* 


Government expenditure -- 1,477 2,272 5,463 8,400 
War expenditure as per cent. of % % % yA 
total .. “a ‘4 is 31 46 73 81 


* Budget estimate. 


X2 
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The Japanese Government has not found it easy to 
meet this formidable expenditure. It has tried to raise 
the revenue from taxation, but only with limited success. 
The bulk of the cost of the war has been met by borrow- 
ing. Asa result of the huge extent of the Government’s 
demands, it has been necessary to introduce a strict 
Government control of the credit apparatus, and 
especially of the private issuing market. Private capital 
expenditure of any size has to be authorized by the Bank 
of Japan. 

At the same time the Government is carrying on a 
nation-wide thrift and saving campaign, as a result of 
which it is hoped in the current year to double the 1937 
figure of savings. So far, the reports of the “ Savings 
Encouragement Bureau” suggest that this aim might 
even be achieved. A large proportion of this increase in 
savings is due to compulsory measures, in particular the 
retention of part of all official salaries. The volume of 
Government borrowing since 1931/32 is shown in the 
following figures :— 

In million yen 
1931/32 1936/37 1937/38 1938/39* 
Government borrowing .. ‘ 120 690 3,400 5,900 
Outstanding Government bonds 4,500 9,000 10,600 12,500 
* Budget estimate. 
+ End June. 


Borrowing on this scale has brought a serious danger 
of inflation to Japan. The Government, therefore, has 
been forced to take drastic measures for the control of 
prices and for a reduction of private consumption. There 
has been a perceptible fall in the standard of living which 
is likely to continue. 
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The Insurance Outlook 


By Leo T. Little 
"T has see xHOUT the last five years—a period which 


has seen the coming and passing of boom con- 
ditions in the economy at large—insurance offices 

have made good profits. Are the five good years likely 
to be succeeded by a lean period, or can insurance 
managers and investors continue to face the future with 
confidence? Naturally, insurance could not escape a 
major depression—though previous experience tells us 
that even then the offices would be well provided with 
protective armour and would suffer considerably less than 
most businesses—but all the present signs and portents 
suggest, at worst, a continuation of the : slow slide down- 
hill ‘and, at best, a reversal of this tendency before another 
year is out. Against the type of economic movement 
which has been in progress in this country during the last 
year and a half, a slow and unsensational downward 
movement, insurance preserves an impressive degree of 
immunity. There are solid reasons why investment 
advisers recommend insurance shares for security and 
appreciation of capital, coupled with a reasonable return. 
Let us turn to a detailed consideration of the main 
branches which go to make up the composite business of 
insurance. The life branch takes pride of place. About 
{1,300 million of the public’s wealth is represented by life 
assurance funds, and this figure nine ey with £1,070 
million five years ago. The increase of £230 million 
which has come about during the ee is indi- 
cative of the tremendous strides the business has taken. 
No doubt the expansion is in rte due to the economic 
prosperity of the years 1933-36—though it continued 
unabated when the peak of the boom had passed. No 
doubt it can partly be ascribed to the fact that low 
interest rates induced people to deposit large sums with 
insurance offices rather than to place them in ¢gi!t-edged 
securities at low yields—but this “‘ investment assurance ” 
received a severe discouragement when, some years ago, 
many offices raised their rates and hardened their attitude 
in respect of single premium assurances and annuities, the 
type of policies most suited to ‘“‘ investment assurance.” 
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These and similar considerations suggest that a main 
cause of the offices’ expansion in recent years lies in the 
energetic steps which they themselves have taken to 
popularize life assurance. They have done this by 
publicity and salesmanship and, even more, by devising 
new forms of policies suited to modern needs. In 
particular they have developed the ‘“ family-income ”’ 
assurance and the group life cover. Both these types of 
assurance, but the first particularly, have had amazing 
success. What is even more important, there is no 
reason at all why this should not continue. The public are 
not yet as conscious as they might be of the great advan- 
tages which attach to a policy providing that income 
will be paid to dependants during a certain (decreasing) 
term of years on the death of the life assured. There are 
further variations on the family-income policy which have 
only to be put on offer to meet a ready response. Some 
offices, reacting more slowly than others to the possibilities, 
have yet to set in motion the machinery for expanding 
this type of business. 

That there is room for an emphatic increase in the 
average sum assured in this country cannot be doubted. 
If we aggregate all the different types of assurances— 
a procedure indefensible from the viewpoint of the 
actuary but justifiable for purposes of broad comparison 
—we find the sum assured per capita in the United 
Kingdom is about £70. In the United States the 
comparable figure is £160, in Canada £120, New Zealand 
only £70. The white population of South Africa, with a 
figure of {95 per head, is, however, also ahead of 
the Mother Country—the original home of all life 
assurance. These figures ¢ give some indication of the 
degree of under-assurance ‘in this country. They lend 
great force to the argument that what is needed during 
coming years is a forceful drive to expand the average 
sum assured. Indications are not lacking that it is 
precisely this drive upon which the offices will be 
engaged, though some will be more energetic than others. 
We have here one of the most conspicuous features in 
the new business prospects for the next few years. 

Other factors have, of course, to be considered in any 
discussion of the new business outlook. It seems reason- 
able to assume that further international unrest would 
cause a growing realization of the necessity for life 
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assurance cover and that the offices would benefit accord- 
ingly. While it is true that there was no very pro- 
nounced rush for life assurance during the international 
crisis of September this year, many people who had been 
undecided whether to assure or not were persuaded by 
the crisis to sign the proposal form on the appropriate 
dotted line. If political uncertainty should be spread 
over months, or even years, instead of days, there would 
probably be a marked growth in the demand for life 
assurance. The offices naturally appreciate the dangers, 
as well as the advantages, which this would entail. They 
are now considering what form of restrictions or penalties 
should be placed upon newly-written policies to guard 
against the war peril, and it will not be surprising if 
restricted policies or loaded premiums for the war risk 
are put into force quite soon. While such steps would 
protect the interests of the offices, it does not necessarily 
follow that the stimulus to new business provided by 
international unrest would be removed. For these steps 
might do as much as anything else to awaken the assurable 
classes to the realities of the situation. 

The immediate outlook, then, seems favourable to the 
continuance of high new business figures. In the longer 
run, it is true, regard must be paid to several other 
factors. Notable among these is the population trend. 
Forecasts of the future population of this country indicate 
a sharp decline about thirty years from now and a pro- 
gressive tendency for the age distribution to become 
disproportionately overweighted in the older reaches, 
thus reducing the potential number of assured people, 
since go per cent. of assurances are effected by those in 
the age group 20 years to 55 years. It should, however, 
be remarked that even on quite unfavourable assumptions 
in respect of future mortality and fertility rates, anything 
like a serious diminution in the numbers aged 20 to 55 is 
very unlikely to occur before 1970. After some consider- 
able time the life offices will probably be faced with great 
problems arising out of the influence of the decline in 
population upon new business, but it is very important 
to stress that on present indications these difficulties wil 
not be confronted, except in a mild form, for 30 years. 
The stress is necessary in order to correct some uninformed 
impressions which seem to be abroad. 

A difficulty closer to our own day is the persistence 
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of low rates of interest. The five good years experienced 
by the offices have been good despite the low rates of 
return on new investments. To some extent the offices 
have not felt the full effects of the low rates, since by 
far the larger part of their funds was invested prior to 
the decline. But as time goes on that part becomes a 
progressively smaller one and the problem looms pro- 
gressively larger. This is especially so since it does not 
appear that there will be a pronounced upward movement 
in gross interest rates during the next year or two. Even 
if there were an improvement in the gross rate of interest 
earned—whether as a result of rising interest rates in the 
capital market or a continued expansion in the offices’ 
holding of Ordinary shares, property and _ similar 
investments of greater earning capacity—the increasing 
burden of taxation would tend to offset the effect on the 
net rate earned by the offices. 

In this state of affairs the offices can make use of a 
corrective which hitherto they have been loath to use— 
they can raise their premium rates and reduce their 
bonuses. Some few offices have already done this and 
there is no doubt that others will follow suit in the early 
days of the New Year. The offices are in a position where 
they are forced to respond to the exceptional cheapness 
of money. We may expect that those types of assur- 
ances which are especially influenced by this factor, such 
as short-term endowments and limited premium policies, 
will suffer the largest increases in premium rates. It is 
likely, also, that many of the offices will agree to fixed 
minimum rates among themselves—the kind of agreement 
which in the past has had very little vogue in the life 
branch, though it has been in force for many years in 
other branches of insurance. Whether the higher selling 
price to which these several factors lead will have much 
effect on the volumes of business transacted can hardly 
be estimated, but the influences which, as we have 
shown, tend to raise the average sum assured are 
probably strong enough to offset it. In any case, it must 
not be overlooked that the quality of business transacted 
is the main criterion. The tendency to emphasize new 
business figures must not be carried so far that the 
intrinsic value of the business to the office is neglected. 
It is easy for an office to inflate its new business figures, 
but the only way to long-run success is to write business 
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that is worth while at premiums which make a margin of 
profit possible. 

The other branches of insurance which most demand 
attention are the fire, motor and marine branches. Fire 
insurance fluctuates to a considerable extent with the 
state of trade. As far as business written in the home 
field is concerned, we need not expect the forthcoming 
yedt’s results to be a great deal different from those of 
the present year—and they have been favourable. 
Rearmament activity will add a substantial volume of 
heavily-rated risks to the companies’ portfolios; and 
though forecasting of fire claims with any degree of 
precision is impossible, there appears to be little reason 
why the low claims ratios of recent years should be much 
exceeded. In the foreign field, the paradox of a narrow- 
ing sphere of activity side by side with fairly well-main- 
tained profit margins is likely to be continued. In many 
different countries the companies are finding increasing 
difficulties in writing business through their branches 
and agencies, for the various forms of economic 
nationalism imply an unrelenting attack on the British 
company. In consequence, the companies have been 
forced to turn away from direct business towards re- 
insurance business and the number of reinsurance 
treaties entered into with foreign companies has grown 
considerably in recent years. On the whole, reinsurance 
business is less profitable than direct business, but it is 
preferable that the British companies should gain an 
interest in foreign risks in this way than that their 
participation should be entirely lost. A lessening of 
economic nationalism, if it appeared, would none the “less 
be hailed with grateful acclamations by foreign fire 
managers. One field, and that the most important of all, 
has hardly been touched by the differentially -restrictive 
policies of other countries. This field is the United 
States, upon which many of the largest companies—for 
example, the Commercial Union, the Royal, the Liver- 
pool and London and Globe, the North British and 
Mercantile, the Sun and the Phcenix—depend for a very 
substantial part of their premium income in the fire 
branch. The writing of fire business in the United 
States is not free from difficulties—the level of expenses 
continues to be a thorny problem—but the companies 
are free to compete on virtually equal terms with the 
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local ones. Claims experience during the current year 
has been almost as favourable as in 1937, which was a 
good year, the total of claims for the first nine months 
having been estimated at $215-8 million, compared with 
$209:6 for the comparable period of last year. The 
prospects for 1939 depend very largely indeed on 
developments in the economy as a whole, for the corre- 
lation between the state of business and the fortunes of 
fire insurers is more marked in the United States than 
in practically any other country. The recent election 
results presage a relaxation of interference with business, 
and if the recovery from recent low levels of activity 
continues, as appears likely, the consequence would 
probably be a rise in insurable values and premiums 
together with a fall in claims. Where the United States 
is concerned, it has always to be remembered that an 
appreciating asset will not be intentionally burnt. 
Having regard to present optimism regarding economic 
prospects in the United States, shareholders in com- 
panies with a large American portfolio may also be 
distinctly confident for the near future. 

The main feature of the motor branch is the rising 
level of claims. Here is one of the most important 
problems within the whole range of the insurance 
business. No composite company regrets having other 
departments whose results can be be offset against those 
in the motor department. The extraordinary position 
established by the case of Rose v. Ford, whereby insurance 
companies are liable for loss of expectation of life caused 
through motor accidents, has added very considerably to 
claims payments. In addition, modern tendencies in 
the design of cars inflate repairs costs. The number of 
cars increases and brings a larger premium revenue to 
the companies, but there is little prospect that the 
absolute residue of profit will thereby expand. What 
may we expect the offices to do? Adjustment of 
premiums seems inevitable, though this may not entail 
increases in rates all round but only in certain classes. 
Taken in conjunction with further increases in the 
number of vehicles on the road—increases which may 
confidently be expected to continue—appropriate addi- 
tions to premiums would bring about equilibrium in this 
branch of insurance—for it is to be remembered that motor 
insurance against third-party liability is compulsory 
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and thus the demand for it is relatively inelastic (except 
in so far as would-be purchasers of cars may be deterred 
by higher insurance premiums). Motor insurance can 
thus be made to be profitable even in the present con- 
ditions. The next year or so may be regarded as a test 
period for the companies to make the necessary adjust- 
ments entailed by the invidious position into which they 
have been forced. If these adjustments are made, there 
is no need for the commentator or investor to adopt a 
pessimistic view of the prospects for motor insurance— 
but each will remain cautious. 

The marine branch is less open to prophecy than any 
other, since very wide claims fluctuations occur for no 
foreseeable cause. At the same time, it is reasonable to 
be more optimistic about the present prospects in marine 
insurance than at any time for a considerable period past. 
Results in the cargo market are likely to be helped by 
the profitable outcome on war risks insurance. There is 
no doubt that the majority of underwriters have done well 
out of war risks cover and failing international hostilities 
—which would upset any forecast—it is to be expected 
that they will continue to do well in 1939. The pro- 
fitability of war risks in general—as opposed to war risks 
on particular routes through the war zones—has the dis- 
advantage that, since the results are merged with those 
of non-marine business, the unprofitability of the latter 
tends to be obscured. There are, however, welcome 
indications that underwriters in the cargo market are 
appreciating the necessity for an international agreement 
on the question of cargo insurances, and it is to be hoped 
that something definite will emerge in this sense at an 
early date. In the hull market, the agreements already 
made for regulating competition have worked well and 
foreign underwriters are showing a much greater readiness 
to support the British market. Where fleet risks are led 
in London there is now an encouraging tendency for the 
position to be accepted and for rates not to be undercut. 
On the whole, despite the rising cost of repairs and, 
therefore, of claims, the fact that underwriters are pro- 
gressively putting their own house in order holds out a 
promise of a gradual improvement in a branch of business 
which has been the most hopeless in the whole range of 
insurance activities. 
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A.R.P.: Some Notes on Equipment 


By P. J. Calvert 


N the last issue of THE BANKER Mr. James Greenhill, 
V icint general manager of the Westminster Bank, 

outlined some of the measures of air raid precautions 
which have been undertaken by the banks. In the 
present article it is proposed to indicate in somewhat 
greater detail the steps which are necessary in the 
provision of a gas-proof shelter to accommodate a fair 
number of people. 

There are, broadly speaking, three types of danger 
which have to be guarded against : high explosive bombs, 
incendiary bombs, gas bombs and spraying of gas. It 
has been generally accepted, and confirmed by the result 
of observations both in Spain and China, that there is 
little protection afforded in existing buildings against 
high explosive bombs—although bank buildings are more 
fortunate than other structures, as they are usually built 
to contain strong-rooms, which would be able in the 
majority of cases to withstand the collapse of the 
structures over them. 

In dealing with incendiary bombs, speed is the 
essential factor. The Home Office affirms that it is 
quite possible to pick up a small incendiary bomb by 
means of a long-handled scoop and to place it in a bucket 
or other suitable receptacle containing sand in which it 
should be allowed to burn itself out in a harmless manner. 
A small stirrup hand pump has been approved by the 
Home Office for use with a pail containing water, which 
will enable a fine spray or mist of water to be directed on 
to the burning bomb. It should be particularly noted 
that it is highly dangerous to spray a burning thermite 
bomb with an ordinary jet of water. 

Poison gas may be dropped in small bombs in the form 
either of a liquid or semi-solid, which rapidly disperses 
on the bursting of the bomb, although the effects of the 
gas may in some cases persist for a considerable time 
(in extreme cases ranging to several days) after the 
dropping of the bomb. Under favourable atmospheric 
conditions, also, the gas can be sprayed from aircraft, 
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but this form of attack is not so likely to be used 
one previously mentioned. 

The problem is how an existing building can best be 
protected from these dangers. It has been generally 
accepted that little or nothing can be done in the way of 
structural alterations to make an existing building safe 
against high explosive bombs. Provided the autho- 
rities are satisfied that the portion of the building which 
is to be used as an air raid shelter is of such strength 
as to resist the collapse of the structure over it, as much 
will have been done as can reasonably be expected in 
the circumstances. 

As regards protection from incendiary bombs, it is 
essential that warden’s posts should be established, in 
conjunction with the local A.R.P. authorities, from which 
it is possible to watch for incipient fires started by this 
means. Appliances should be on hand in the form of 

Redhill ’’ containers, scoops and buckets, stirrup pumps 
and receptacles to hold water to deal at once with out- 
breaks of this nature. The warden concerned, of course, 
immediately passes a report to the air raids control 
organization, which will arrange for one of the patrolling 
fire-pumps to proceed to the scene as soon as possible. 

For protection against poison gas the safest procedure 
is for arrangements to be made for the staff to evacuate 
all floors above the ground level and to proceed to 
previously appointed positions in a gas-proofed base- 
ment. 

[he number of people who can safely be accommo- 
dated in any given area has been investigated by the 
Home Office. It is obvious that the maximum number, 
as well as the length of time they can remain in the 
shelter, will depend upon the period of time the air supply 
in the shelter will last, always provided that in the 
meantime the humidity does not rise to such an extent 
as to make the shelter uninhabitable. 

Reference to the table on p. 272 will show that a 
considerably greater number of persons can be accommo- 
dated in a ventilated than in an unventilated shelter. 
In the case of small rooms, a ventilated shelter can 
accommodate about three times as many persons, while 
in larger shelters the proportion rises to about five times 
as many. 
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Number of persons who can be accommodated in 
shelters of various sizes. (Figures kindly supplied by 
Carrier Engineering Co.) : 


(Height of room ro ft.) 

Size of Room Unventilated Ventilate 
15 30 ; os 53 2: 75 
25 50 = . 53 208 
50 bo - ‘ IOQ 500 
HO TOO r axe 202 I ,000 


There are other reasons why it has now been accepted 
as essential that shelters should be ventilated, not the 
least of which is the fact that it 1s quite impossible to 
make any structure, short of a welded steel tank, in any 
degree 8as- tight. 

Having selected the space to be occupied in the 
shelter, and ascertained that it will hold the required 
number of people, it remains to seal all apertures and 
cracks through which gas might percolate and arrange 
that the shelter shall have an ery itive exit in case the 
main entrance should be blocked by debris. 

The usual method of onadinilen the shelters is to 
draw the air in through inlet pipes, pass it through filters 
which will remove the poison gas, and deliver it to be 
distributed around the shelter in a pure and wholesome 
eg ena by means of ductwork. To prevent leakage of 

gas through any minute cracks or the porosity of . 
building material of which the shelter is constructed, 

is arranged that the fan which circulates the air vill 
maintain the pressure within the shelter sufficiently 
above that of the surrounding atmosphere for all leakage 
to be in an outward direction. 

The shelter must necessarily be lighted both as a 
matter of convenience and to prevent panic, but any form 
of emergency lighting which consumes oxygen, such as 
paraffin lamps, gas or candles, etc., must be discarded, 
not only because they use oxygen but also on account of 
fire risks. 

It will be seen that the lives of the people in the 
shelter depend upon the continuous functioning of the 
filtration plant. As one of the first targets in the 
event of hostilities would be the electric generating 
station, and as damage to electric cables in the street is 
highly probable, it is essential to instal some independent 
source for the generation of electricity. 
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Photographs of two such plants are shown in figs. 
1 and 2. The first, which is installed in the head office 
of the Swiss Bank Corporation in Gresham Street, 
London, has a capacity of 22 K.W. and supplies current 
for a filtration plant to protect 500 people. In addition 
to lighting the shelter, it provides power for maintaining 
one of the bank’s deep well pumps in operation, so that 
a water supply is assured even in the event of failure of 
the water mains. The smaller plant, which is installed 
in the administrative offices of the Distillers Co., Ltd., 
of St. James’s Square, London, provides sufficient current, 
for filtration plants and lighting to protect 200 people. 

Inside the shelter provision must be made for decon- 
tamination and first aid, although with a properly 
organized scheme it should be possible to get the whole 
of the staff to their emergency stations in the very short 
time between the giving of the alarm and the arrival of 
the raiders, so that, in theory at least, no decontamination 
should be needed. While the duration of the actual 
raids may be quite short (it is estimated that each 
individual raid in any one area cannot last for more than 
a maximum of ten minutes) the effects of a raid will be 
much more lasting. In the event of gas bombs being 
dropped near a shelter, for instance, it would not be 
safe to leave the shelter until the bomb had been dealt 
with by the decontamination party. Provision should 
therefore be made for occupying the shelter for con- 
siderable periods. 


Some Theoretical Aspects 
of Clearings 
By H. C. F. Holgate 
‘Po principle of the cheque-clearing system is, of 


course, the simple one of off-setting amounts due 
to be paid against amounts due to be received. 
However complex the processes of settlement may be, 
this fundamental element is the basis of all clearing 
practices. On this account it may seem unnecessary 
to discuss the clearing system at any great length, for 
the results achieved from a scheme which substitutes a 
single payment for a multitude of debts must naturally 
AA 
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appear as convenient and beneficial as the arrangement 
had intended. Nevertheless, certain aspects of clearings 
are highly significant and worthy of more detailed 
consideration than they have hitherto received. 

One of the major benefits to be derived from a clearing 
system lies in the diminution of risk and uncertainty. 
For example, A may hold the paper evidence of money 
due from B, whilst C owes money to B, which in turn 
is owed to C by A. But in a multi-lateral clearing 
system the debts are off-set, so that if A is uneasy as to 
B’s capacity to meet A’s large demands, he is reassured 
by the thought that before settlement can be made the 
indebtedness will be scaled down to low figures. There 
is also the physical risk to be considered, as payment 
made by means of balance tickets is far less hazardous 
than the transfer of many individual amounts under 
conditions that frequently give rise to loss or fraud. 

These advantages are generally taken for granted, 
so much so that the vital principle tends to be forgotten. 
It takes something quite startling to remind even the 
persons concerned that it exists. Thus, an increase in the 
cost of banking transactions, a bankruptcy, a general 
moratorium, or a war are examples of events that may 
revive the memory of the principle, and give rise to a 
desire to set off debits and credits. W hen the present 
civil war in Spain made peseta settlements dangerous, 
members of the London Foreign Exchange market 
started to compensate their deals, and those who had to 
pay and receive pesetas displayed great energy in trying 
to persuade their debtors and Creditors to match up their 
liabilities. If X had bought Ptas. 50,000 from Y, and 
sold Ptas. 40,000 to Z, he would do his utmost to arrange 
that Z should accept delivery from Y so that the only 
problem left to him would be the collection of the balance 
of Ptas. 10,000 from Y. 

Much the same action is taken in the case of market 
dealings in Argentine pesos, transfer of which is subject 
to a heavy tax, so that much needless expense can be 
avoided by arranging ““ compensations’”’ in London. Yet, 
in spite of these examples, the business of inaugurating 
a Foreign Exchange Market Clearing for Argentine 
pesos has not been attempted, nor has anyone t taken any 
practical steps towards a general clearing for all currencies 
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dealt in, though the undoubted advantages were indicated 
and the adoption of compensation advocated in an article 
in THE BANKER last February. 

It is relevant to consider that the establishment of a 
means of set-off for maturing contracts, whether of 
foreign exchange, stocks and _ shares, commodity 
‘“futures”’ or anything else, has the additional attraction 
of =o the grand total of contingent liabilities. For 
example, if X has bought several lots of dollars, and sold 
an ak equal amount, the balance to be delivered may 
be quite onal in comparison with the whole. In a 
clearing scheme he would receive or pay this net balance. 
Thus, whilst counter-party A appears liable to deliver 
him $500,000, the net amount due in the clearing may 
shrink to say, $15,000, and any possibility vanishes 
that X may pay the equivalent of £100,000 in sterling to 
A before he can possibly know that the dollars had been 
placed to his credit in New York.* In our hypothetical 
example the contingency would have been scaled down 
to about 3 per cent. of the full original risk by the mere 
operation of a clearing system. The expected result 
would be that large dealings might be safely undertaken 
by quite small firms, so long as the balance due for 
settlement daily was reasonably small, and it was agreed 
at the outset that payment in the clearing would be 
compulsory. 

Let us now turn our attention to the question of the 
flow of clearings. When the items cleared are cheques 
drawn on accounts at a long distance from the collecting 
banker’s office, there will inevitably be a lapse of time 
between the deposit of the cheques with the banker at 
the collecting end of the clearing, and payment by the 
bankers on whom they are drawn. It is the usual 
practice of banks to credit the account of the depositor 
on receipt of the cheques. This swells the figures of the 
collecting banker’s ‘“‘ Current, Deposit and Other 
Accounts,’’ so that until the cheques are charged to the 





* Market deals are normally settled on a “ valeur compensée ”’ 
basis; that is to say, sterling and dollars are transferred on the same 
date. But as New York is five hours behind us, the English banker 
will have closed his doors before the American banker, and consequently 
a default in the settlement of the dollars cannot be known until the 
next business day. 
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drawer by the paying banker, there is an artificial 
increase in deposits, much as if the bank had lent the 
customer money against the security of cheques in the 
course of collection. This occurs in all countries using 
cheque clearings. 

In another way, however, the practices of banks in 
all countries tend artificially to reduce the total of 
deposits. This arises from the clearing of money in the 
reverse direction, i.e. by making transfers inside the 
banking system. If bank A is asked to pay bank B 
a sum of money, then the customer ordering the transfer 
of sums is debited immediately, and the total of bank A’s 
deposits must be reduced accordingly. To the extent 
of any time-lag between this date, and credit to the 
account of the transferee in bank B, there is obviously 
an apparent decrease in the volume of bank deposits. 

It must be remembered that cheques in course of 
collection are classified as a rule in the “Cash” or 
“ Realizable Assets’’ figures in such modern banking 
legislation as calls for segregation of particular assets 
under these heads. In the banking systems affected 
there can be a definite distortion of the compulsory 
liquidity regulations, as the following example clearly 
shows. For simplicity’s sake, we assume that a com- 
pulsory liquidity ratio is required (and maintained) of 
exactly Io per cent., that 100 units represent the state 
of affairs before clearing starts, and that the distortion 
results from a I per cent. movement of funds :— 

In the case of a debit clearing (i.e. where a clearing 
account is debited). 
Actual liquid 


Level of Clearing Liquidity assets after Cash ratio 
deposits. Total. Ratio. clearing. %, 
100 + I I Io II I0'9 


In the case of a credit clearing (i.e. where a transfer 
account is credited). 
Actual liquid 


Level of Clearing Liquidity assets after Cash ratio 
deposits. Total. Ratio. clearing. % 
Ioo — I I Io 9 g'I 


The effect upon the cash ratio obviously depends upon 
whether the clearing is eflected by debiting or by 
crediting ‘‘ Clearing ’’ account. For example, a cheque 
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clearing of the English type necessarily involves an 
increase in the total of deposits if the time of transfer 
spreads over more than a day. In Norway, on the 
contrary, the local practice is for the collecting banker to 
debit the drawee bank immediately the former credits 
the depositor. No increase is therefore involved in the 
total of deposits, since the accounts debited and credited 
in the double entry are both personal accounts. The 
displacement that occurs is between the figures for 
private persons’ deposits and inter-bank deposits, which 
are usually show n separately on the balance sheet. This 
‘inaccuracy ’ lasts only for the short time the cheque is in 
transit; on the day of deposit Customers’ Deposits are 
increased and Deposits with other banks are decreased, 
while on the day of payment the drawer’s account, if 
he be a private person, is debited, and the account of the 
paying agent (collecting banker) credited. 

So long as there is approximate stability in the volume 
of debit or credit clearings, or even in the excess of one 
over the other, changes in the published figures of deposits 
give an accurate picture of movements in the true volume 
of disposable credits. When the published figures of 
banks are used for statistical purposes, however, care 
is needed in making comparisons from one time to 
another, lest in the intervening period the structure . 
the statistics should be undergoing a change. As a 
example of this, attention may be directed to the pict 
in England of a system of Traders’ Payments, and other 
transfers made without cheques, which, as the President 
of the Institute of Bankers pointed out in his inaugural 
address this year,* have doubled in the past few years 
and now probably represent some 4 per cent. of the 
volume of payments made by cheque. This leads to a 
falling-off in the debit clearing, and an increase in the 
credit clearing. If, as seems likely, the system develops 
still further as the conveniences of the s system become 
known to the business world, it might come to exert a 
deflationary pressure of some importance. 

It is noticeable that in most countries the tendency 
is for cheque clearings to grow larger each year. Sucha 
growth is important if there is at the same time an 








* See p. 279. 
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upward or downward movement in the quantity of 
credit clearings. In England it is observed that both 
debit and credit clearings increase, but as there are no 
statistics available as to the volume of transfers, it is 
impossible to say whether the effects are compensatory 
or exaggerative. The same is true of other countries, 
except that, in the absence of statistics, bankers in the 
three Scandinavian countries are inclined to believe that 
cheque payments are, to some extent, displacing transfers. 

to appreciate the task performed by the London 
cheque clearing it is only necessary to reflect for a moment 
on the volume of business handled each day. It is 
patent that any endeavour to effect collection of the 
cheques by individual banks would be almost impossible 
within the time limits set by ordinary business hours. 
This means that the Clearing House system has permitted 
the extension of the use of cheques to a degree that 
could scarcely have been attained otherwise. 

We have seen that certain advantages arise from the 
setting-off processes, and have pointed out that those 
benefits might be procured in directions other than that 
of cheque collections. Lest it be felt that such develop- 
ments are unlikely, it should be realized that experience 
of them has, in some cases, already been obtained. For 
example, the practicability of a clearing for Stock 
Exchange dealings has been demonstrated by the German 
system, which works quite smoothly. In Berlin there is 
a transfer clearing in addition to the usual cheque clearing. 
And in London, as we have seen, a Foreign Exchange 
clearing has been attempted in a small way, and has 
passed the preliminary tests. 

Bearing in mind the growth of the London cheque 
clearings, we are forced to conclude that there exists a 
certain possibility that developments in other banking 
practices are being stifled by the lack of adequate facilities 
for setting off the relative engagements. Given yor 
appropriate mechanism we can scarcely doubt that a 
increase in the volume of operations and a speeding- _ 
of their transaction hoe ity might be achieved, whether 
the field be that of the Stock Exchange, the Foreign 
Exchange market, or the Bullion or other markets. 
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Cheques v. Traders’ Payments 
Mr. R. A. Wilson’s Views 


T is only natural that there should have been consider- 
] able discussion recently as to the relative advantages 
of cheques and traders’ payments, for the controversy 
touches on two important developments in present-day 
banking. 

The increasing use of traders’ payments and other 
forms of transferring money which dispense with the use 
of cheques is itself one of the most interesting trends of 
recent years. In addition, it has an important bearing 
on the scope for mechanization, that other broad move- 
ment which in the past ten years has largely transformed 
the day-to-day business of banking, since one of the 
most obstinate limitations on the use of mechanical 
systems of bank accountancy is the fact that in our 
system, in contrast with those of many Continental 
countries, by far the larger proportion of vouchers 
consists of cheques. 

In the ventilation of this question THE BANKER has 
played a leading part. Several articles have already 
been devoted to the subject of traders’ payments.* In 
his article on “‘ The Scope for Further Mechanization ”’ 
in our October issue, Mr. H. C. F. Holgate directed 
attention to the hindrance to mechanization imposed by 
the cheque, considered as a voucher; while in an article 
in the present number, ‘‘ Some Theoretical Aspects of 
Clearings,’’t the same writer discusses traders’ payments 
from another angle. 

Readers of THE BANKER will thus have a special 
interest in Mr. R. A. Wilson’s defence of the cheque in 
his inaugural address, delivered at Drapers’ Hall on 
November 2, on entering upon his second year of office 
as President of the Institute of Bankers. After a 
remarkably able and learned review of the history of the 
cheque, which will set his successors in office a high 





* See: ‘‘The Economics of Traders’ Payments,’ June, 1937; 
“ Traders’ Payments—Some Further Reflections,’ August, 1937; 
“ The Cheque System,” by D. H. P. Cannon, June, 1938. 

T See p. 273. 
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standard of scholarship, Mr. Wilson concluded his 
address as follows: 

“I have made clear my own opinion that as a 
negotiable credit instrument for effecting payments the 
cheque stands supreme and is never likely to be 
supplanted. 

“Yet there are those who say that the cheque system 
is antiquated; that it has outlived the need for a trans- 
ferable means of payment; that it is cumbersome and 
costly; and that bankers and the public alike are too 
apt to take it for granted and to shrink from 
contemplating any radical change. A great deal of 
labour, cost and risk, it is claimed, could be avoided by 
adoption of a more up-to-date system of making pay- 
ments. A cheque with its special crossing is, in effect, an 
order to one’s banker to pay the amount to the payee’s 
banker for the credit of the payee’s account. Would it 
not be more logical, and at the same time safer, so the 
argument runs, to write the order in plain language and 
hand it to one’s banker instead of expressing it in the 
form of a negotiable instrument and sending it by post 
to the payee with all the risks of loss or theft in the post 
or in the office, of forgery, alteration, conversion and so 
forth? Would not such a method eliminate many of 
the risks banks are now compelled to run, save them 
endless labour in scrutinizing signatures, dates, crossings, 
amounts and endorsements, and so in the end cheapen 
the cost of banking services to the public ? 

‘““A scheme of this character known as Traders’ 
Payments or Traders’ Credits has been in operation for 
some years. Under this procedure a trader, on his 
monthly pay day, instead of sending cheques to his 
creditors for the amounts due to them, draws a single 
cheque for the total and takes it to his bank with a list 
of the creditors, the names of their bankers and the 
amounts of their debts, and requests his bank to pay 
over the amounts. A similar scheme under which large 
public companies pay their dividends in bulk to the 
head offices of the banks for distribution to shareholding 
customers works admirably. 

“Yet, in spite of the fullest co-operation between 
bankers and their customers, it cannot be said that the 
traders’ payments scheme is the success that was 
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anticipated. Many of the largest companies decline to 
use it; auditors do not like it; unforeseen risks may yet 
emerge. If we apply to it the old standards I have 
referred to, of negotiability, safety, cheapness and con- 
venience, how does it answer the test? That there is a 
limited class of payments for which a negotiable instru- 
ment is not required cannot be denied. The convenience 
of the system is appreciated by those who use it; busy 
men are spared the tedious work of signing and endorsing 
large numbers of cheques. Yet it should be remembered 
that in those signatures lies some part of the quality of 
safety in a cheque and we should be careful to see that 
in trying to eliminate some openings for fraud we are not 
opening a door for others. There has, perhaps, been a 
tendency to exaggerate the saving in out-of-pocket 
expenses. The Board of Inland Revenue, it is true, have 
expressed their opinion that neither the list of payments 
to be made nor the individual credit or advice slips 
attract Stamp Duty. 

‘“One’s memory, however, goes back to an attempt 
made by one of the banks a few years ago to devise an 
instrument which would avoid any Stamp Duty on 
payments of under £2. The idea was warmly welcomed 
by the general public but not by the Chancellor of the 
Exchequer, who saw at once that the revenue of the year 
would be seriously affected and claimed that the receipts 
were taxable as bills of exchange under the Stamp Act 
of 1891. The Courts supported this view on a case 
stated and so this ingenious plan came to nought. 

“In the United States, Scandinavian countries, 
Germany, India and elsewhere, cheques are not stamped. 
In France a receipt does not require a stamp if the 
payment is by cheque. In all these cases the idea is, 
or was, to stimulate the banking habit, encourage thrift, 
give an impetus to the use of cheques and economize the 
national currency. In this country, with its fully 
developed banking and savings system, these objectives 
are less important and it is not likely that the Treasury 
would willingly forego any considerable part of the 
revenue it receives from the cheque stamps. 

‘“T have given some notice to this subject because, 
among those who have made a close study of the advan- 
tages of mechanization as applied to counting house 
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practice in our great banking and commercial houses, 
[ find many who believe that there are considerable 
savings to be effected. Certainly, so far as banking is 
concerned, the field for economy is wide, as probably 
something like two-thirds of the work of a commercial 
bank is concerned with the handling of cheques and 
kindred documents. One sees a steady increase year 
by year in the number of payments made by transfer 
from one banking account to another without the use of 
a cheque—traders’ payments, distribution of dividends, 
hire-purchase instalments, standing orders, salaries, pay- 
ments of the Milk Marketing Board, and such like. The 
volume as yet is not large—equal perhaps to about 
4 per cent. of the number of payments made by cheque— 
but it has doubled in the last few years. The banks will 
continue to co-operate with their customers in considering 
new ideas to meet modern needs. We should not omit 
at the same time to protect ourselves as far as possible 
from any impracticable duty or unreasonable risk which 
new developments may impose upon us. 

‘“*So I come back to my original theme of the cheque. 
These transfer orders are not cheques and any system of 
traders’ payments is strictly limited in its field of useful- 
ness. Outside that field the cheque will retain its 
supremacy. The private individual will not willingly 
forego his cheque book. The cheque is indispensable 
in a host of matters which — the passing of a credit 
instrument which is in itself a document of title conferring 
upon the holder a right of action. There is thus a wide 
and important class of payments in which the negotia- 
bility of the cheque is absolutely essential and both the 
banking and the commercial world should steadfastly 
resist any attempt to deprive it of that quality.” 








New Aid for Scottish Industry 
By C. J. Shimmins 


OWARDS the end of October a company named 
Scottish Development Financial Trust Ltd. was 
registered as a company limited by guarantee. 
The object of the company is the encouragement of the 
development of Scottish industries, particularly the 
lighter industries, which, as mentioned in the recent series 
of articles devoted to Scotland in THE BANKER, is one 
of the dire necessities of Scotland to-day. Up to the 
present the only method of finance, apart from the 
banks, has been under the auspices of the Commissioner 
for Special Areas and the Nuffield Trust, but these are 
devoted to the Special Areas. The operations of the new 
finance company will cover the whole of Scotland and 
power is available not only to make loans to industrial 
firms but also to take up Preference or Ordinary capital. 
The company will raise its funds in a rather unusual 
manner. First, by the issue of 4 per cent. Income 
Debentures, the interest being cumulative, payable out 
of the profits of the company ; and secondly, by appealing 
for donations, subscriptions, and gifts to be used for the 
purposes of the company. The only liability of the 
members is to contribute, in the event of a winding up, a 
sum not exceeding {1, but no part of the profits of the 
company or of its assets is divisible among the members. 
The prospectus for the issue of the debentures for a 
maximum of £100,000 was issued about the middle of 
November. As regards profits available for distribution 
the directors have power, with the approval of the annual 
general meeting, to distribute the whole or part of the 
profits for the benefit of charitable, educational, scientific, 
or public purposes in Scotland. The directorate is an 
influential one and includes Lord Elgin, a director of the 
Royal Bank, Sir A. Steven Bilsland, chairman of the 
Union Bank, and Mr. A. W. M. Beveridge, formerly 
treasurer of the Bank of Scotland. The new company 
has been well received and, in addition to the financing 
offnew industries, should meet the needs of those cases of 
existing firms desiring finance, but which could not be 
regarded as a good banking advance. 
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EMPLOYMENT POSITION 


The latest returns of employment for October show a 
reduction in the number of unemployed persons in 
Scotland of nearly 3,000 compared with the previous 
month, but the total is still almost 22,500 worse than a 
year ago. The following table shows the incidence of 
unemployment in the heavy industries :— 


Oct. Sept. Oct. 

1937 1938 193 
Coal Mining ... ... 14,818 16,793 15,348 
Shipbuilding and Ship- repai airing ... 10,434 10,729 11,623 
Iron and Steel bid Gad we 2,908 6,405 5,816 


ScoTTIsH LEGAL DECISIONS 

Branch bankers have sometimes to prepare a letter of 
guarantee which, while it may meet the urgency of the 
occasion, lacks the stringent and sweeping clauses con- 
tained in the bank’s form as prepared by the law depart- 
ment. It is doubtful, however, if such informal guarantees 
were as informal as those considered in the recent Scottish 
case of Italian Bank Limited & Liquidator v. Oliviert, 
S.L.T. 1938, 27. The pursuers raised an action for certain 
sums due by the defender under specific guarantees, but 
the defender, while admitting having guaranteed payment 
of the sums advanced to the parties, pleaded that the 
documents founded on, not being writs 7m re mercatoria, 
and in one case being improbative—that is, neither tested 
nor holograph, and undated—were not legally binding. In 

the other case the deed founded on was the whole of the 
current account page, with the words “ guaranteed by M. 
Olivieri’”’ written on the page as holograph of the defender. 
It is a doubtful question whether a guarantee granted toa 
bank for future advances is a writ 7m re mercatoria—that 
is, one where the ordinary rules of the execution of deeds 
may be dispensed with—although the opinion was 
expressed that at common law it is not necessary to have 
a probative writing as evidence of a guarantee granted to 
a bank. 

The Mercantile Law Amendment Act 1856, which was 
passed for the purpose of assimilating the laws of Scotland 
and England in certain matters, provided that all guar- 
antees or cautionary obligations granted by any person 
shall be in writing and subscribed by the person under- 
taking the obligation, otherwise the contract is void. In 
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England, under the Statute of Frauds, no action can be 
raised upon a guarantee unless the agreement upon 
which such action is raised or some memorandum or note 
thereof shall be in writing and signed by the party to be 
charged, or some other authorized person; that is, the 
signature of the guarantor is all that is required, while 
there is nothing in Scots law which requires in addition to 
signing, attestation by witnesses. It will also be noted 
that in England the contract is unenforceable, while in 
Scotland the contract is of no effect, and the term in 
England is “ signed ’’ and in Scotland “ subscribed.”’ 

It must be remembered that a guarantee, even if impro- 
bative, when followed by rei interventus is binding. For in- 
stance, in National Bank of Scotland Limited v. ‘Campbell 
1892, 19 R 885, the bank agreed to make advances to A 
on his obtaining B’s guarantee and the usual form was 
prepared ending with the usual words, “‘ In Witness 
Whereof.’’ The document was handed to A for execution 
by B, and the former obtained B’s signature and got two 
persons to sign as witnesses who had never seen B sign 
or hear him acknowledge his signature. The guarantee 
was delivered to the bank and the testing clause completed 
in the usual way. In an action against the guarantor he 
pleaded that he was not bound, as the deed was not 
probative, but the Court held that as the bank had made 
advances on the faith of the guarantee, the imperfect 
obligation had been validated by rez tnterventus. 





Obituary 


Mr. E. W. Woolley 


The death is announced of Mr. E. W. Woolley, 
former managing director of the Midland Bank. Mr. 
Woolley retired a few years ago for reasons of health 
after an association with the ‘bank of over 52 years. 
He began his career in 1883 at the head office in Bir- 
mingham of the Birmingham and Midland Bank, but 
when that bank became known as the London and 
Midland Bank by the amalgamation of 1891 Mr. Woolley 
was transferred to London. In the succeeding years he 
held several important executive positions at the head 
office and the Threadneedle Street branch, becoming 
joint general manager in 1914 and later a joint managing 
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director, a position which he resigned in 1929, while 
retaining his seat on the board until his retirement from 
the bank towards the end of 1935. 


Sir John Home 


The death also occurred last month of Sir John Home, 
a director of the National Bank of Egypt. Sir John, 
who was 66, was also on the board of Egyptian Hotels. 





Appointments and Ketirements 


NEW MIDLAND BANK DIRECTOR 
Mr. Arthur Chamberlain 


The directors of the Midland Bank announce that 
they have elected Mr. Arthur Chamberlain to a seat 
on the board. Mr. Chamberlain, who is a cousin of 
the Prime Minister, is chairman of Tube Investments 
Ltd. and a director of many other companies, including 
Stewarts & Lloyds and the General Electric Company. 

A vacancy on the board of the Midland Bank was, 
of course, created by the resignation of Sir John Anderson 
from the bank to take up his Cabinet appointment as 
Lord Privy Seal. 

Bank of Canada 

Mr. D. G. Marble has been appointed secretary of 
the Bank of Canada in succession to Mr. Donald Gordon, 
now deputy governor of the bank. Mr. Marble entered 
the service of the Royal Bank of Canada in 1913 and in 
1933 Was appointed staff supervisor at head office, a 
position which he relinquishes to take up his new 
appointment. 


Bank of New Zealand 

Mr. H. R. H. Chalmers, the assistant general manager, 
has been appointed to succeed Mr. F. W. Dawson as the 
general manager of the Bank of New Zealand. Mr. 
Dawson is retiring on April 30 next. 


The British Linen Bank 
The British Linen Bank announces with regret the 
death of Mr. John Stewart, agent at Union Street, 
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Glasgow, branch. He is succeeded by Mr. J. B. Y. 
Murdoch, agent at Bothwell Street, Glasgow, branch, 
the agency at that branch being taken over by Mr. Adam 
White, agent at Burnside and Rutherglen branches. 

Mr. F. E. Elworthy, agent at Williamwood and West 
Williamwood Park branches, has been appointed agent 
at Burnside and Rutherglen branches. He is succeeded 
by Mr. James Black, teller at Wishaw branch. 

Brown, Shipley and Co. 

Full power of attorney has been granted to Mr. Gerald 
King, who has hitherto signed for them under a limited 
power. 

Lloyds and National Provincial Foreign Bank 

Mr. J. E. Scatcherd, LI.B., City office manager, has 
been appointed general manager in succession to Mr. H. J. 
Barrelet and Mr. E. Cecil Jones, on their retirement on 
November 30. 

Mr. J. H. Partridge has been appointed Paris general 
manager. 

From December 1, the head office of the bank will be 
at the registered office, 10, Moorgate, London, E.C.2. 


Lloyds Bank 


Mr. V. L. Hart, from Oldbury, has been appointed 
manager of Darlaston branch on the approaching retire- 
ment of Mr. B. A. Smith after 48 years’ service. 

In the Eastern branch Mr. A. T. J. Double, from the 
Eastern department, is to be sub-manager. Mr. R. E. 
Hughes, the present assistant manager, will shortly be 
retiring on account of ill-health. 

Mr. L. W. M. Langler, from Frome, has been appointed 
manager of Langport branch. 

Mr. J. T. Warren, from Langport, succeeds Mr. B. W. 
Bartlett as manager of Seaton branch. Mr. Bartlett is 
retiring after 41 years’ service. 

Owing to ill-health, Mr. A. J. Arnold has retired from 
the position of manager at the Walham Green, S.W. 
branch. He is succeeded by Mr. E. J. Streater. 


Martins Bank 


Mr. L. E. Luchford, from London office, is to be 
accountant at Cocks Biddulph branch, London. 
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Mr. P. B. Walton, hitherto manager of Hebden 
Bridge branch, becomes manager at Oldham Street 
branch, Manchester, on the retirement of Mr. D. Prime. 

Mr. A. P. Crabtree, hitherto sub-manager of Dewsbury 
branch, is appointed manager at Hebden Bridge. He is 
succeeded by Mr. F. A. A. Beresford, hitherto accountant 
at Brown Street office, Manchester. 

Mr. E. Barlow, from the Corn Exchange branch, 
Manchester, is appointed accountant at Brown Street 
office, Manchester. 

At Hargreaves Street branch, Burnley, Mr. E. L. 
Fielden is appointed assistant manager in succession to 
Mr. E. H. Cunliffe, who has retired. 

Mr. F. Snape, from head office, is to be manager of 
the new branch opened at Prestatyn on November Io. 

Mr. D. Haire, hitherto manager of Barrow-in-Furness 
branch, is appointed manager of Sunderland branch in 
succession to Mr. F. Nelson, who has retired after 44 
years’ service. 

Mr. F. H. Carlisle, hitherto manager of Morecambe 
branch, succeeds Mr. Haire as manager of Barrow-in- 
Furness branch. 

Mr. J. W. Bargh, formerly manager of Millom branch, 
becomes assistant manager of Kendal branch. 

Mr. H. S. Green, manager at Aintree, is appointed 
manager also of the Maghull branch. 

Mr. S. C. Owen, manager of the Miles Platting branch, 
has been appointed manager of the Moston branch at 
Manchester, formerly a sub-branch to Miles Platting but 
now raised to the status of a full branch. 


National Provincial Bank 


Mr. Edward Walters Senior, J.P., has been appointed 
a local director for Sheffield. 


Smith St. Aubyn & Co. 

Mr. Oliver Martin Smith has been elected chairman 
of Smith St. Aubyn & Co., discount brokers. 
The Union Bank of Scotland 


Mr. David Burgess, sub-agent at Corstorphine branch, 
has been appointed agent at Murrayfield and Corstorphine 
branches, Edinburgh, on the retirement of Mr. D. S. 
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Thyne. Mr. Burgess is succeeded as sub-agent at 
Corstorphine by Mr. F. J. T. Fisher, from Edinburgh head 
office. 

The Exhibition office, Bellahouston Park, Glasgow, 
being now closed to the public, Mr. T. S. Robertson, 
manager, Mr. R. S. Brown and Mr. A. Cameron, account- 
ants, no longer sign official documents at that office. 
Mr. T. S. Robertson resumes his duties in the foreign 
department at head office, Glasgow, and will as before 


sign official documents “‘pro foreign manager.” Mr. 
M. A. Campbell now discontinues signing in this 
capacity. 


Mr. F. C. Smith, of the Kirkwall branch, has been 
promoted to another branch of the bank, and his authority 
to sign at Kirkwall is cancelled. 


New Branches 


Barclays Bank 


A new branch has been opened at Blandford Road, 
Broadstone, Dorset, under the management of Mr. M. J. 
Thomas, who is also manager of Wimborne branch. 


Lloyds Bank 


For the convenience of local residents a branch of 
the Bank’s Executor and Trustee Department is now 
open at Lloyds Bank Buildings, Small Street, Bristol. 
This will be under the management of Mr. W. J. Munden. 

A new branch has been opened at 47, High Street, 
Brentwood, Essex. 


Martins Bank 


A branch was opened in High Street, Prestatyn, 
North Wales, on November Io, under the management 
of Mr. F. Snape. On November 21 the Carnforth branch 
was transferred to the reconstructed building at the 
corner of Market Street and New Street. 


Midland Bank Executor and Trustee Company 


By reason of rapid growth of business, a new office 
is to be opened by the Midland Bank Executor and 


BB 
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Trustee Company on December 1. This office, which 
will be the second in the West End of London, is situated 
over the branch of the Midland Bank at 128, New Bond 
Street, W.1, and will be managed by Mr. O. C. Gunnell, 
who hitherto has been in charge of the company’s 
branch at 16, Regent Street,S.W.1. Mr. W. E. de Faye, 
manager of the Leicester office, will succeed Mr. Gunnell 
at Regent Street. The Midland Bank Executor and 
Trustee Company was formed in December, 1909, and 
for the first sixteen years of its existence conducted all 
business from its head office, now in Poultry. During 
the past thirteen years, however, the company has 
developed a branch system and henceforward will operate 
through nineteen offices, three in London and the re- 
mainder in important provincial centres. In addition 
to the nineteen direct offices previously mentioned, 
each of the 2,140 branches of the Midland Bank is an 
agency of the company. 


The Rise and Decline of 
Dr. Schacht 


By Paul Einzig 


ONSIDERING the immense amount of interest 
i aroused in the Anglo-Saxon world by Dr. Schacht’s 

activities and personality, it is remarkable that the 
English reader should have had to wait until 1938 for the 
appearance of his biography in English. For fifteen years 
Dr. Schacht was almost constantly in the international 
limelight, at first as the saviour of the mark, then as a 
partner in the Montagu Norman- Benjamin Strong - 
Schacht triumvirate which virtually ran the world’s 
monetary affairs during the years that preceded the 
slump, and subsequently as the financial conjuror and 
economic dictator of the Third Reich. Even though 
during the last few months he has suffered an eclipse 
and no longer figures prominently in the headlines, the 
publication of an English translation* of Herr Norbert 





*“* Hitler’s Magician: Schacht. The Life and Loans of Dr. 
Hjalmar Schacht.” By Norbert Miihlen. Translated by E. W. 
Dickes. London, 1938. George Routledge & Sons, Ltd. 10s. 6d. 
net. 





| 
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| 
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Miihlen’s book, Der Zauberer: Leben und Anlethen des 
Dr. Hjalmar Horace Greeley Schacht, is a welcome 
event. 

The biographer’s attitude towards his subject is one 
of undisguised hostility. This is to be deplored, but 
Dr. Schacht’s personality is such that he inspires either 
enthusiastic friendship—as he did in Mr. Montagu 
Norman—or uncompromising hatred, as he does in 
almost everyone else. It is to the credit of Herr Miihlen 
that his strong prejudice against Dr. Schacht has not 
interfered with the dependability of his facts. While 
his views and interpretations can hardly be relied upon 
by the reader, the factual material is a very valuable 
contribution to the literature of the recent financial 
history of Germany. 

After some none too complimentary remarks con- 
cerning Dr. Schacht’s early career, the author deals with 
the role which Dr. Schacht played in the stabilization 
of the mark. He attempts to prove that credit for the 
stabilization was due not to Dr. Schacht but to the then 
Finance Minister, Dr. Hilferding, to Dr. Luther and 
others. There is, however, not enough evidence to 
prove that the popular belief that Dr. Schacht was 
the saviour of the German currency is entirely without 
foundation. This part of the book, and the part dealing 
with the period oi stability, are rather sketchy. The 
author has evidently concentrated mainly upon Dr. 
Schacht’s réle under the Nazi régime. Unquestionably 
that period is incomparably more interesting than the 
earlier period, but Dr. Schacht’s activities between 1924 
and 1930 none the less deserve more detailed treatment 
in a book which claims to be his biography. Even in 
this part of the book the author does less than justice to 
his subject by suggesting that in opposing wholesale 
borrowing abroad Dr. Schacht was trying to embarrass 
the Republican régime. If there is one thing which is 
unquestionably to Dr. Schacht’s credit in his dealings 
affecting foreign countries, it is his hostility towards 
excessive borrowing abroad. Even though he was unable 
altogether to prevent American and other i issuing houses 
from pouring other people’s money into the bottomless 
pit of German finance, he certainly did his best to reduce 
the extent of the influx. 

BB2 
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Dr. Schacht’s record after the advent of the Nazi 
régime is more open to censure, from the point of view 
of Germany’s standing as a debtor. Even in this respect, 
however, it is open to question whether with the best 
will in the world he would have been able to do more in 
the way of meeting Germany’s foreign liabilities in face 
of the determination of the National Socialist Govern- 
ment to rearm rapidly and at all costs. Immediately 
after his reappointment to his former post of President of 
the Reichsbank in 1933, he repaid the amounts due from 
the Reichsbank to foreign central banks, but beyond 
this he was either unable or unwilling to make sacrifices 
for the sake of upholding Germany’s reputation for 
commercial integrity. The high-handed manner in which 
he treated the victims of Germany’s default was par- 
ticularly reprehensible, but was in keeping with the 
new aggressive spirit that began to develop in Germany 
after 1933. Possibly his offensive attitude towards 
foreign debtors strengthened his position on the home 
front. 

The chapter dealing with Dr. Schacht’s conjuring 
tricks with exchange clearing agreements deserves par- 
ticular attention. Although much has been written on 
this subject during recent months in connection with 
the German trade offensive in South-Eastern Europe, the 
author has added a wealth of information to the existing 
material. To quote only a few examples, in order to 
liquidate a frozen Turkish clearing balance, Dr. Schacht 
sent into Turkey vast quantities of out-of-date models of 
motor cars. Since no alternative was offered for the 
liquidation of the frozen reichsmark balance, the Turkish 
Press addressed an urgent appeal to patriotic Turks to 
buy such obsolete motor vehicles. The frozen Jugoslav 
clearing balance was settled through the export of a 
supply of chemicals which were not wanted by the 
country and which had to be resold to Austria and Italy 
at a loss ranging between 45 and 75 per cent. In the 
summer of 1936, Dr. Schacht concluded an agreement 
in Belgrade, by virtue of which Jugoslav claims were to 
be settled through the export of German war material 
and railway material. Accordingly the Jugoslav 
Government invited tenders, but not a single German 
offer was received. Even though in a totalitarian State 
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nothing would have been easier than for the government 
to instruct German industrial interests to submit tenders, 
at that time German arms and engineering industries had 
their hands full with their own rearmament, and the 
agreement remained a dead letter: that is to say, 
Germany received the agricultural products from Jugo- 
slavia, but when it came to payment her exporters were 
too busy to bother about Jugoslav requirements. 

Many similar examples are quoted by Herr Miihlen 
which give an idea of German trading methods under 
Dr. Schacht. Unquestionably the elaboration of the 
various methods by which South-Eastern European and 
Latin-American countries were induced to part with 
their goods was the work of Dr. Schacht’s subtle genius. 
But for him, the German Government would have been 
entirely unable to acquire a sufficient amount of raw 
material for the immense requirements of rearmament. 
Dr. Schacht was also instrumental in enabling the Third 
Reich to rearm in record time in a totally different way. 
For this was facilitated by the Bank of England credit 
in favour of the Reichsbank which he secured in 1934. 
The amount of the credit was small, but it enabled 
Germany to carry out the Anglo-German payments 
agreement. Had it not been for the credit granted by 
the Bank of England, that payments agreement, which 
secured immense advantages for Germany by leaving 
her in possession of a substantial amount of free sterling 
and by enabling her to import raw material from Great 
Britain in return for German manufactures, would 
inevitably have broken down. If these facilities for 
acquiring raw material had not been available, the 
progress of German rearmament would have _ been 
incomparably slower and history might have taken a 
totally different course. 

While the author’s facts are interesting and valuable, 
his interpretation of Dr. Schacht’s character is hopelessly 
off the mark. He may be right in regarding Dr. Schacht 
as an opportunist who changes his political side whenever 
he anticipates a change in the political barometer. On 
the other hand, he fails altogether to give adequate 
credit to Dr. Schacht for the straightforward manner in 
which he shows his hand regardless of his personal 
interests. The one instance which he quotes in favour 
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of Dr. Schacht is his conversation with Reichspresident 
Ebert prior to his appointment as President of the 
Reichsbank. During the interview Dr. Schacht frankly 
admitted to the Socialist President that he himself was 
not a Socialist but a believer in individual enterprise. 
Thus he certainly did not obtain his post by false 
pretences. During his term of office, both as President 
of the Reichsbank and as Minister of National Economy 
under the National Socialist régime, his outspoken 
criticism of the official Nazi policy constituted practically 
the only open opposition to that official policy. At the 
risk of his position, his safety and even his life, he never 
hesitated to resist demands backed by powerful Nazi 
party leaders, or to tell his fellow-members of the Govern- 
ment what he thought of them. Indeed, his brilliant 
wit was an inexhaustible source of remarkably good 
stories at the expense of various prominent Nazis. Herr 
Miihlen has missed a good opportunity by failing to 
incorporate in his book a selection of these stories. 

A much more important omission is that Herr Mihlen 
has failed to realize adequately the reluctance with which 
Dr. Schacht executed the Nazi economic and financial 
policies, in which he did not believe. The fact is that 
from the very outset Dr. Schacht was firmly opposed to 
excessive expenditure on public works, rearmament, 
propaganda, etc. He was strongly against the tendency 
towards economic autarchy, which he never hesitated to 
denounce in public. While he played an ingenious game 
with clearing agreements and blocked currencies, in his 
heart of hearts he longed for the day when Germany 
could return to the orthodox gold standard. His eclipse, 
which began in 1936 with the appointment of General 
Goering as Economic Dictator, and which led to his 
resignation from the post of Minister of National 
Economy in the autumn of 1937, was largely due to his 
growing disapproval of the orgy of expenditure which 
accompanied the non-stop rearmament. Throughout 
1937 he was fighting a losing battle against overwhelming 
odds with commendable courage and determination, and 
this at a time when people were being sent to concentra- 
tion camps for uttering a fraction of the criticism which 
he dared to express in public. A well-balanced biography 
would have given him credit for this epic fight, notwith- 
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standing the fact that it ended with Dr. Schacht’s 
disappearance (at least temporarily) from among the forces 
that govern the destinies of Germany. 





Books 
THE BANKERS OF LONDON. By PERCY ARNOLD. 
(London, 1938: The Hogarth Press. Price 4s. 6d. 
net.) 

THE general public, desirous of knowing more about 
those mysterious creatures the bankers, can learn a great 
deal from this small volume. It gives an outline sketch 
of the careers of Mr. Montagu Norman and some other 
leading bankers, and also gives detailed information 
about the personal links between banks and other kinds 
of financial or industrial companies. The various 
directorships held by bankers are given in a convenient 
tabular form. The author does not seem to aim at 
giving much information which is not contained in the 
various public reference books. He does not take the 
reader behind the scenes by disclosing any hitherto 
unknown factual material. Nevertheless he performs a 
useful service by co-ordinating the existing easily acces- 
sible material in a convenient form. His booklet will 
be found useful for purposes of reference even by those 
who possess the directories from which its material 
has been mainly compiled. 





FULL RECOVERY OR STAGNATION? By ALVIN HARVEY 
HANSEN. (London, 1938: A. & C. Black, Ltd. 
Price 15s. net.) 

Books on economics, as indeed on any other 
specialized subject, may be divided into three categories : 
those written by laymen for laymen, those written by 
experts for laymen and those written by experts for 
experts. Professor Hansen’s book belongs decidedly to 
the last category. Such books are no doubt very useful 
for the purpose of furthering the progress of economic 
science. Ever since the publication of Mr. Keynes’ 
“General Theory ”’ there has been a flood of literature 
supporting or attacking the views which he put forward, 
and the net result of this output is bound to be a growth 
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of economic science. The general reader may be forgiven, 
however, if he takes but little interest in these polemics 
and if he fails to understand why economists derive 
such satisfaction from proving that Mr. Keynes was 
wrong or Professor Hayek right on such and such a point. 





WAGE PoLicy IN RELATION TO INDUSTRIAL FLUCTUA- 
TIons. By A. G. Poor. (London, 1938: 
Macmillan & Co., Ltd. Price 12s. 6d. net.) 

TuIs book deals with the all-important problem of 
the rigidity of Great Britain’s wage system, a rigidity 
which is held to be largely responsible for many of the 
economic difficulties of the post-war period. The book 
is a refreshing departure from the generalities by pure 
economists who lay down rules about industry as a whole 
without taking into account the individual requirements 
of various branches of industry. The author examines 
the possibility of introducing a greater flexibility of 
wages. He describes and criticizes the various attempts 
made in that direction and examines the whole problem 
in its relation to trade cycles. 


THE LITERATURE OF POLITICAL Economy: A Classified 
Catalogue. By J. R. McCuttocu. (London, 
1938: London School of Economics. Price 
12s. 6d. net.) 

THE London School of Economics performs a valuable 
service in publishing a series of reprints of scarce works 
on political economy. The present volume is a catalogue 
with historical and biographical notes, published in 1845. 
It is valuable to anyone who takes an interest in economic 
history, as it facilitates research. Students of banking 
history will find Chapter III particularly useful. 





SCAFFOLDING IN THE Sky. By Professor C. H. REILLY. 
(London, 1938: Routledge. Price 12s. 6d.) 
PROFESSOR REILLY by his efforts in connection with 
the Liverpool School of Architecture has done as much 
as any man in altering the course of English architecture 
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for the better. He has now written a most entertaining 
book, which he describes as a semi-architectural auto- 
biography. As he has been writing regularly for more 
than a dozen years in the columns of THE BANKER, 
discussing bank buildings, there must be many of our 
readers who will be interested in his memoirs. During 
this time great improvement has taken place in bank 
architecture, some part of which, we feel sure, has been 
due to his criticism, though the Professor says in his 
book he is not so conceited as to think so. 


AUTOBIOGRAPHY WITH A DIFFERENCE. By R. H. 
MOTTRAM. (London, 1938: Robert Hale. 
Price 12s. 6d.) 

THOSE who read “ Our Mr. Dormer ”’ and “ Portrait of 
an Unknown Victorian ”’ will find in this book further 
charming glimpses of life ina Bank House in the spacious 
days of the ‘eighties. The scene is Norwich, the bank 
that of Gurney’s, and this means Mr. Mottram at his best. 


PUBLICATIONS RECEIVED 


WuicH Way Tomorrow? By NoREEN BLyTH. (Lon- 
don, 1938: Chapman & Hall. Price 5s. net.) 

THREE LECTURES ON COMMERCE AND ONE ON ABSEN- 
TEEISM. By MOUNTIFORT LONGFIELD. (Reprint.) 
(London, 1938: The London School of Economics. 
Price 6s.) 

THREE STUDIES ON THE NATIONAL INCOME. By Pro- 
fessor A. L. BowLrEy and Sir JosIAH STAmp. 
(Reprint.) (London, 1938: The London School 
of Economics. Price 6s.) 

THE Stamp Laws IN RELATION TO BANKERS. By 
G.H. FENDER. Second Edition. (London, 1938 : 
Butterworth & Co. Price 6s. net.) 

REMINDERS FOR COMPANY SECRETARIES. By HERBERT 
W. JORDAN. Seventeenth Edition. (London, 
1938: Jordan & Sons, Ltd. Price 2s. 6d. net.) 

HousING FINANCE IN GREAT Britain. By H. C. 
Heates and C. H. KirBy. (London, 1938: 
Franey & Co., Ltd. Price 7s. 6d. net.) 








CHANGE OF NAME 


of the 
_Macrtiinatadhe: Kuhitaiitielon laget 


The foreign business of this bank has developed 
in recent times on a scale which could not have 
been foreseen when the bank was founded nearly 
75 years ago. Though the name of the 
Skandinaviska Kreditaktiebolaget is, of course, 
well known to our numerous foreign business 
friends, it has nevertheless been felt to be a 
drawback that the name does not contain the 
word ‘‘bank,’’ and that it is not composed of 
words of international currency. For these and 
other reasons, the shareholders of the bank have 


resolved that the bank’s name shall be changed to 


SKANDINAVISKA BANKEN 


AKTIEBOLAG 


The change of name, which takes effect from 
the ist January, 1939, will not entail any change 


whatsoever in the bank’s business operations. 








779 


INTERNATIONAL BANKING 


UNITED STATES 


Continued Glut of Unused Credit 
By a Correspondent 


ECOVERY in business and the securities markets 
R was carried farther in October. The impetus 
given to the stock market late in September by 
the peaceful settlement of the Sudeten German problem 
brought about a fairly rapid rise in prices in the first 
half of October to the highest levels seen in exactly a 
year. In the second half of the month the forward 
movement slackened but fresh high levels were reached 
early in November. Business conditions continued to 
be very uneven, but there were further gains and the 
short-term outlook was generally considered encouraging. 
Banking statistics disclose a general expansion of bank 
credit, although the sharp gains in deposits and in 
reserves reflect primarily the. continued influx of gold 
from ee" 

The following table shows the position of the reporting 
member banks of the Federal Reserve System in ror 
leading cities of the country near the end of October, 
compared with a month and a year earlier : 


(In millions of dollars) 


Oct. 26, Sept. 28, Oct. 27, 


1938 1935 1937 

Demand deposits adjusted .. .. 15,995 + 487 Ly TOI 
Deposits of foreign banks .. ae 492 | 44 : 
Total loans and investments -. 21,493 + 53 — 201 
Commercial, industrial and agri- 

cultural loans ‘9 5 ~ 3,915 + 24 — 865 
Loans to brokers and dealers ne 728 + 79 — 228 
U.S. Governments, direct and in- 

direct iy y “ ie es 9,841 + 55 + 775 
Other securities ~~ a - 3,306 + 93 + 360 


Reserves ‘i - oe si 7,200 + 506 + 1,796 














300 THE BANKER 


Receipts of gold from abroad continued large, more 
than half of the total consisting of official shipments 
from the various stabilization funds. Monetary gold 
stocks of the United States, which increased $624,000,000 
in September, rose a further $310,000,000 in October, 
and amounted on November 16 to $14,162,000,000. The 
fourteenth billion has been added to this hoard in less 
than three months, the quickest of the seven odd billions 
of gold that have come to the United States in the past 
four-and-a-half years. 

As a consequence of the gold influx, excess reserves of 
the member banks of the Reserve System rose to 
$3,280,000,000 on October 26, the highest figure ever 
touched except for the $3,304,000,000 reported on 
December II, 1935. A figure of over $4,000,000,000 for 
excess reserves is indicated for the first part of next year 
when the normal return flow of currency from circulation 
sets in. The current excess, it is calculated, could 
support an expansion of about $17,000,000,000 in demand 
deposits, or one of $22,000,000,000 in time and demand 
deposits combined in about the present proportions. 
Existing demand deposits of all member banks are about 
$21,000,000,000. It is thus apparent that the 
potentialities of credit expansion in the United States, 
regardless of the increased reserve requirements, remain 
enormous. 

As far as bank loans are concerned, expansion remains 
merely a potentiality. The total loans of all banks in 
the country on June 30 amounted to slightly more than 
§16,000,000,000, which was little more than $1,000,000,000 
above the lowest figure of the depression, touched in 
November, 1935, and nearly $20,000,000,000 under the 
total at the end of 1929. It was, incidentally, less than 
the amount of the banks’ holdings of government 
securities, which amounted on June 30 to $16,700,000,000, 
of which $14,000,000,000 was in direct obligations and 
§$2,700,000,000 in government-guaranteed issues. Total 
assets of all banks in the country on June 30 were 
$68,302,896,000, compared with $68,118,984,000 on 
December 31, 1937, and $68,941,069,000 on June 30, 
1937. Total deposits were $59,379,550,000, a rise of 
about $270,000,000 over the end of the previous year. 


——— ee a ee a a ae 
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The failure of bank loans to expand has been especially 
conspicuous in New York City. There has been virtually 
no seasonal rise in business loans at the New York banks 
and by the first week of November these institutions 
were reporting smaller aggregate commercial loans than 
at any time since the present series began in May, 1937. 
The business loans of the banks are probably lower than 
they have been in several years. Meanwhile, there has 
been some small recovery in the demand for speculative 
loans. 

This absence of even a seasonal bulge in business loans 
has stirred up fresh comment in Wall Street and Washing- 
ton upon the advisability of new instrumentalities being 
created to provide credit, on the assumption that the 
commercial banks cannot or will not extend the type 
of credits that are needed. As mentioned last month, 
there was much talk of the possibility that New York 
banks might, in self-defence, attempt to set up an 
intermediate credit bank or banks; but in the end, as 
usual, nothing came of it. Instead the bankers are 
endeavouring to head off the threat of government- 
sponsored intermediate credit banks by: (1) insisting 
that there is no unsatisfied demand for credit; (2) urging 
each other to enter more extensively and more liberally 
into the comparatively new field of term loans. 

The Association of Reserve City Bankers (an organiza- 
tion composed of officers of the banks in the larger cities, 
which has considerable influence with the larger banks, 
but is viewed with deep suspicion by all the smaller 
bankers) has just issued a study of term loans; and 
Leo T. Crowley, chairman of the Federal Deposit 
Insurance Corporation, and Jesse H. Jones, chairman of 
the Reconstruction Finance Corporation, both of whom 
share the anxiety of the bankers to head off further 
incursions of the Government into the lending business, 
have endorsed the idea of these loans. Term loans, as 
the expression is here used, are intermediate capital 
loans written to run for a number of years, usually from 
five to ten, and repayable in serial instalments. 

It is, of course, recognized that the banking collapse 
in Germany in 1931 was partly due to the weaknesses 
resulting from this type of loan; but at the moment the 
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position of the American banking system is so excessively 
liquid that it is felt safe to embark upon a type of lending 
which admittedly is not at all liquid. 


FRANCE 
Paris Bourse Welcomes M. Reynaud 
By M. Mitzakis 
HE Paris bourse was dull during October in antici- 
pation of the Government’s financial measures, 
but began to manifest optimism during the week 
before the publication of the Reynaud plan, thereby 
welcoming the appointment of M. Reynaud and also 
expressing its approval of the abandonment of the schemes 
which M. Marchandeau is supposed to have elaborated. 
There was an all-round rise in equities as well as fixed- 
interest-bearing securities, including bank shares, which 
rose under the lead of Bank of France shares. The 
4} per cent. rentes advanced from 75-50 before the 
Munich agreement to 83:70 on November 10 and to 85:50 
on November 15. The Bank of France share, which was 
quoted at 6,255 on September 28, rose to 8,300 on 
November 15. 

From every point of view, a new economic and financial 
reconstruction plan was necessary after the Munich 
agreement. The Government, however, considered it 
expedient to await the senatorial election of October 23 
and the Radical Party Congress in Marseilles at the end of 
October. In any case, the plan was the subject of sharp 
controversy in the Cabinet. The Cabinet meeting which 
followed the Marseilles Congress was the scene of funda- 
mental differences of views regarding the measures to be 
adopted. M. Marchandeau, who has always been regarded 
as a convinced liberal, eventually declared himself in 

vour of exchange restrictions in order to check the 
outflow of capital. As a result of the opposition to M. 
Marchandeau’s plan, M. Daladier appointed M. Paul 
Reynaud as Finance Minister, while M. Marchandeau 
accepted the Ministry of Justice. When M. Reynaud 
announced on November 12 the essential points of his 
programme in a moving broadcast address, he painted a 
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gloomy picture of the economic and financial situation in 
France. He estimated expenditure for 1939 at Frs. 137 
milliard, of which Frs. 644 milliard represented the 
ordinary budget, Frs. 294 milliard (of which Frs. 25 
milliard were for national defence) represented the extra- 
ordinary budget, Frs. 7} milliard were for the Caisse 
Autonome d’Amortissements, Frs. 24 milliard for the 
local authorities, Frs. 6 milliard for the railway deficit and 
Frs. 54 milliard for public works. On the other hand, the 
present total national income was estimated at Frs. 250 
milliard at most, which means that rather more than half 
of the national income will be absorbed by public expendi- 
ture. The Government’s normal receipts for 1939 were 
estimated at Frs. 854 milliard, so that it was necessary 
to find Frs. 514 milliard, that is, nearly a milliard per 
week. 

Regarding the economic situation, M. Reynaud pointed 
out that between 1930 and 1938 industrial production had 
fallen by 25 per cent., the number of railway truck loads 
by 35 per cent., the volume of manufactured exports by 
45 per cent. and building activity by 40 per cent. Share- 
holders had lost about 60 per cent. of their capital, and 
the remaining 40 per cent. represented francs which in 
the meantime had been devalued to less than half their 
original value. M. Reynaud rejected the idea of solving 
the problem by means of restrictions and control, and 
announced the inauguration of a more liberal system 
which he expected to bring recovery within three years, 
largely as a result of the modification of the 40-hour 
week. 

To enable trade to borrow easily and at normal rates, 
M. Reynaud declared that the Treasury would abstain 
from borrowing in the market for six months. He 
decided to reduce by 40,000 the number of railwaymen, 
and to revise drastically the public works schemes in 
course of execution. Income tax is raised by 30 per cent., 
while other taxes are also increased materially. The total 
additional taxation revenue is estimated at Irs. Io 
milliard. 

At the same time the gold reserve of the Bank of 
France has been revalued from 43 milligrammes of gold 
‘goo fine to 27} milligrammes per franc. This produces a 
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revaluation profit of about Frs. 314 milliard, which will 
be used for the reimbursement of the provisional advances 
to the Treasury from the Bank of France. These 
advances have thus been reduced from Frs. 48 milliard to 
Frs. 17} milliard. It has also been provided that the 
final liquid: ition of Treasury advances will eventually be 
effected out of the resources of the Exchange Stabilization 
Fund and of the fund for the support of rentes. 

This is a summary of the new French economic and 
financial reconstruction plan, which aims at balancing the 
ordinary budget for 1939 by means of an increase of 
taxation and a drastic reduction of expenditure. As a 
result of these efforts, the amount to be borrowed next 
year has been reduced to Frs. 25 milliard, which is the 
amount required for rearmament. This broad _pro- 
gramme, inspired by a liberal spirit, was at first received 
with courageous resignation by the country. Later, of 
course, it provoked a wave of strikes, even though it 
contains several measures which are the result of political 
compromise. Thus the modification of the 40-hour week 
could only be adopted at the cost of agreeing to higher 
wages for overtime, which reduces the practical and 
psychological benefit derived from the measures without 
securing at the same time the approval of the Trades 
Union Council and the Socialist Party, whose protests 
culminated in the strike movement. The financial 
sacrifices demanded of the country are very heavy, and 
for this reason opposition from many directions was 
likely. Thus the application of this three- -year plan is 
far from certain, in the absence of a majority in its 
favour in Parliament and among the electorate. 

Since the second week of October the Paris market 
has experienced a gradual monetary deflation through 
a substantial contraction of the Central Bank’s sight 
liabilities. As is well known, the cost of the mobilization 
in September was financed mainly by the Bank of France, 
whose Return published on Oc tober 6 indicated the effects 
of this financing. It is thus natural that, once the crisis 
was over, there should have been a substantial reflux of 
notes leading to an improvement in the technical position. 
Between October 6 and November 3 rediscounts declined 
from Frs. 18} milliard to Frs. 14 milliard. The decline 
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in this item is comparatively slow because the bills 
rediscounted during the crisis will not mature for some 
time, having an average run of 60 days. Advances to 
the Government declined by Frs. 2 milliard. Among 
liabilities, the note circulation, which reached a maximum 
of Frs. 1244 muilliard on September 29, had fallen to 
Frs. 1103 milliard by November 3. On the other hand, 
current accounts and deposits increased by nearly Frs. 5 
milliard, so that total sight liabilities declined from 
Frs. 146 milliard to Frs. 137 milliard, a net deflation of 
Frs. g milliard, leading to an increase in the reserve ratio 
from 38-27 to 40°71 per cent. 


RETURN OF THE BANK OF FRANCE 
End of End of End of 


~~ Sept. Oct. 
193° 1938 1935 
ASSETS in niles of francs) 
Gold reserve ~ hes ze ar 55,808 55,808 55,808 
Foreign exchange reserves - 743 739 742 
Discounts (total) 7,704 20,960 14,136 
Advances on securities : 3,092 4,362 4,049 
Advances up to 30 days .. a 706 1,310 2,341 
Bonds of the Caisse Autonome 5,509 5,569 5,569 
Loans to the State . 3,200 3,200 3,200 
Provisional advances to the State 
(a) Regularization of previous advances 12,084 12,084 12,084 
(b) Provisional advances ei 10,000 10,000 10,000 
(c) New advances (agreements of June 
30, 1937, March 22, 1938 and April 
14, 1938) bi sd aa ‘a 18,050 28,050 26,050 
LIABILITIES 
Note circulation .. sec ‘si 101,759 124,428 110,557 
Current and deposit accounts (total) .. 18,423 21,418 26,534 
of which— 
Treasury at des ne Sy 137 345 1,108 
Caisse Autonome ‘ 2,40I 2,479 2,342 
Private accounts oo - 15,804 18,417 22,950 
Total of sight liabilities .. ; 120,183 145,846 137,092 
Percentage of gold cover .. i .. §6°44% 38-27% 40-71% 


The decline in interest rates was very moderate until 
the end of October, as is shown by the table published 
overleaf. It was not until the first half of November that 
money market resources became more plentiful. The 

¢ 
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financial authorities were able gradually to reduce the 
interest rates on bons de la Défense Nationale and Treasury 
bonds, thereby indicating their intention of lowering 
interest rates. The official rediscount rate, nevertheless, 
was not reduced to 2} per cent. until November 24, 
which is natural in view of the uncertainty which prevailed 
for weeks about the Government’s monetary policy. 
Even the discount on forward francs, while contracting, 
has not yet become normal. On the whole it is evident 
that the Paris market has adopted an attitude of reserve. 
It is expected, however, that an easier trend will prevail, 
especially if supplementary credit resources are injected 
into the market in accordance with the new Daladier- 
Reynaud plan. 


Aug. 31 Sept.30 Oct. 31 


oO oO 0 
Oo oO /0 
Bank of France rediscount rate... 24 3 3 
7 23 2 1 
Market rate ‘ 2% 24 38 
Day-to-day money .. ae 2% 33 3 
Loans on Bons de la Dé fens se: 
Market rate for 1 month .. 24; 2? 25 
Market rate for 3 months 2? 34 34 
Loans on securities :— 
Rate on the Parquet 2} 4 38 
Rate on the Coulisse 63 8} 8 


SWEDEN 
Capital Seeking Investment Outlets 
‘Tsp prevailing scarcity of suitable investment 


opportunities, coupled with a growing accumula- 

tion of funds looking for investment, is a subject 
of great concern for Swedish financial institutions, such 
as the commercial banks, insurance companies and 
saving banks. This problem was discussed at length in 
a speech delivered by a noted Swedish banker, Mr. 
Ernfrid Browaldh, at the annual meeting of the Associa- 
tion of Swedish Saving Banks. In his speech, Mr. 
Browaldh first pointed out the trend of capital movement 
in this country during the last decades. While commer- 
cial banks, whose main purpose is to finance industry and 
industrial expansion, administered in 1913 51 per cent. 
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of all public savings in Sweden, in 1936 their share was 
only 30 per cent., while saving banks had increased their 
share from 35 to 41 per cent. and insurance companies 
from 14 to 29 per cent. This reveals a movement of 
capital from industrial investment to the real estate 
market, which is the favourite investment field of saving 
banks and insurance companies. The speaker also 
pointed out that while in 1913, when the public debt 
totalled kr. 623 millions, about 92 per cent. of State 
bonds were placed abroad, in 1936, when the public 
debt had increased to kr. 1,905 millions, hardly 5 per 
cent. was held abroad. This development clearly shows 
the absorptive capacity of the Swedish investor. Up to 
1931 demand and supply were in close equilibrium on the 
capital market, but after 1931 supply could not hold 
pace with the growing demand for investment material. 
From 1913 to 193I, for example, the volume of industrial 
bonds in Sweden rose annually by around kr. 29 millions, 
whereas from 193I to 1937 there was an annual con- 
traction of industrial bonds averaging kr. 21 millions. 
During the period 1932-1937 share issues in Sweden 
av eraged hardly kr. 62 millions per annum, which is less 
than at the beginning of the century. This contraction 
of investment material against a growing accumulation 
of funds presents considerable difficulties, particularly 
for the commercial banks. The reason for the check to 
the growth in the volume of marketable Swedish indus- 
trial bonds and shares is, according to Mr. Browaldh, to 
be found partly in a natural pause after the hectic 
industrial expansion in Sweden, partly in a certain 
reluctance for further expansion in face of high taxation 
and State interference in the economic life of the country. 

As to the growing accumulation of idle funds, it can 
be fully explained by the favourable Swedish balance of 
payments and the absence of foreign lending under 
prevailing conditions. One outlet for Swedish capital 
has, however, been repurchase of Swedish bonds held 
abroad. 

Needless to say, Swedish finance is anxious to find a 
way out of the present deadlock. One of the most dis- 
turbing consequences of the present situation is the 
falling tendency of interest rates, which particularly hits 

cc? 
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insurance companies and through them the entire 
insured community. The present cheapness of money, 
which naturally encourages the building industry, can 
some day become a danger for investors in real estate 
when rates begin to tend upwards. Mr. Browaldh there- 
fore proposes, as the most suitable way of putting a stop 
to further decline of interest rates, some form of co- 
operation between the three competing investment groups, 
commercial banks, insurance companies and _ saving 
banks, to restore equilibrium on the capital market and 
stabilize interest rates. 


CZECHOSLOVAKIA 


Germany Takes Over Sudeten Banking 


The liquidation of branches of Prague banks situated 
in ceded territory continues. The Dresdner Bank is 
taking over the Sudeten branches of the Zivnostenska 
Banka and the Bohemian Discount Bank. The Deutsche 
Bank is taking over the 23 branches of the Union Bank 
of Bohemia, which represent about 40 per cent. of the 
business turnover of that bank. Of the 53 branches 
of the Industrial Bank of Bohemia, twelve, situated 
in Sudeten territory, are being taken over by the All- 
gemeine Creditanstalt of Leipzig. Its Teschen branch 
is being taken over by the Bank Handlowy of Warsaw. 
The branches situated in territory ceded to Hungary 
are also being transferred to leading Hungarian banks. 
Negotiations to this end have not made much progress, 
since it was only recentiy that a final decision was 
reached about the new Hungarian-Czech frontier. 

The Czechoslovak National Bank availed itself of 
the credit granted by the British Government through 
the Bank of England to the extent of half the total 
amount, that is, {5 million. There was a corresponding 
increase in the return of the Czechoslovak National 
Bank. 

ITALY 

The figures of the Italian banks indicate a remarkable 
degree of expansion during the current year. The 
total deposits of the five leading banks increased during 
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the first eight months of the year from 3,280 million 
lire to 4,916 million lire. Current accounts advanced 
from 4,410 million lire to 5,057 million lire. The ex- 
pansion may be regarded as the delayed effect of the 
devaluation of the lira in 19360, which was not followed 
immediately by a corresponding expansion of bank 
figures. The Italian banks maintained their proportion 
of liquidity by increasing their cash resources from 
1,109 million lire to 1,638 million lire during the first 
eight months of this year. 

Now that the Anglo-Italian agreement has become 
operative, the question of Italian credits is once more 
subject to discussion in banking circles. The fact that 
for some time past the Italian banks have refrained from 
approaching their London correspondents for an ex 
tension of their credit lines, that they have seldom 
used their existing credit lines to the limit and that, 
generally speaking, they have kept good balances in 
London, has strengthened the goodwill created through 
the repayment of credits during the period of sanctions. 
Nevertheless, it seems probable that the restoration 
of Italian credit lines to their pre-sanctions level will be a 
gradual process. Most banks are far from happy about 
the international political outlook, and are reluctant 
to increase their commitments on the Continent. They 
also prefer to await developments in order to see how 
the Anglo-Italian agreement will operate in practice. 
Any move or gesture on the part of Italy which gives 
rise to the interpretation that Italy is tied to Germany 
tends to discourage banks from increasing their Italian 
commitments. On the other hand, any evidence that 
Italy is still capable of pursuing an independent 85 ign 
policy tends to encourage the restoration of pre-sanctions 
credits. 

FINLAND 

The Government has introduced a Bill for the modi- 
fication of the statutes of the Bank of Finland, in ordet 
to enable it to revalue the gold and foreign exchange 
reserve. The value of the gold will be calculated on the 
basis of 50,000 Finnish marks per kilo of fine gold instead 
of 26,380 as at present. Foreign exchange will be 
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reckoned on the basis of the current market rate or 
the rate at which it was purchased, whichever is lower. 
Of the book-keeping profit, 250 million marks will be 
used to increase the capital of the Bank of Finland. 
At the same time the fiduciary issue will be raised to 
600 million marks. 

ROUMANIA 


Arrangements are being made for the liquidation 
of the Government’s debt to the National Bank of 
Roumania. The liquidation will be effected out of 
the dividends obtained by the State on its holding 
of National Bank shares, the State’s participation 
in the National Bank’s profits and the interest on 
Government securities held by the National Bank. 
The yield on the Government’s foreign exchange holding 
will also be allocated for the same purpose. 


SWITZERLAND 


Banking statistics for the third quarter of 1938 
disclose a further decline of foreign deposits. The 
amount of the decline for the seven leading banks was 
Swiss Frs. 52 million. The figures of cantonal banks 
also show a further withdrawal of foreign balances. 

A banking group headed by the Swiss Bank Cor- 
poration and the Union de Banques Suisses has made 
arrangements for the issue of a Danish Government 
loan. Negotiations have also been proceeding regarding 
new banking credits in South-Eastern Europe. Sugges- 
tions emanating from Germany that such credits should 
be granted jointly with German banking interests have 
not met with ready response in Swiss banking circles. 


SPAIN 


Arrangements are being made for the acquisition 
by the Government of control over the Banco Exterior 
de Espana. About 194,000 shares are still held by 
the public, and they will be nationalized, the holders 
receiving compensation on the basis of the highest 
price quoted in Madrid during the first half of 1936. 
l‘urther steps will be taken for the modification of the 
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statutes and the reorganization of the bank’s capital, 
which will be reconstituted with the object of playing 
a more active part in Spanish foreign trade. 


HOLLAND 


Three important Dutch mortgage banks, the South 
Holland Mortgage Bank of Rotterdam, the Westlandsche 
Mortgage Bank of The Hague and the Southern Mortgage 
Bank of Breda, have decided to amalgamate. Their 
total capital is 1r million guilder, and the amount of 
outstanding mortgage bonds is 104 million guilder. 
Two years ago there was another important amalgamation 
among mortgage banks. The trend is probably due 
to the competition of insurance companies, which have 
recently expanded their mortgage loan activities. 

BRAZIL 

President Vargas has issued a statement in which 
he emphasized the Government’s determination to pro- 
ceed with the nationalization of foreign banks operating 
in Brazil. In the foreign banking circles concerned, 
hopes are entertained that it will be possible to find a 
formula which, while in accordance with the principles 
of Brazilian policy, will safeguard the interests of the 
foreign banks and will not paralyse their creditors. 

A new bank has just been established in Sao Paolo 
under the name of the Banco Mercantil de Sao Paolo. 
Its capital amounts to 15,000 contos of reis. 


Eastern Banking Notes 
CHINA 

Following their previous military successes in the 
China “‘ incident,’’ the Japanese forces have now captured 
Hankow and have also by the invasion of Kwantung 
province and the capitulation of Canton secured a firm 
footing in S. China. Though it is claimed by the Chinese 
that General Chiang Kai-shek’s armies have made a 
strategic retreat, as part of the plan to draw the enemy 
farther into the interior so that guerilla tactics may be 
continued with success, there is little doubt that a serious 
blow has been struck at the stability of the Chinese 
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National Government. Japan is now in virtual control 
of most of the main line railways in China, the chief 
ports and the broad highway of the Yangtze River, and 
she is quite clearly not disposed, notwithstanding her 
treaty obligations, to share with any other Powers the 
trading advantages which this position confers upon her. 

The refusal to allow free navigation of the Yangtze 
on the grounds of military exigencies is, in reality, a 
challenge to American, British and French interests 
and a warning that the principle of the ‘“‘ open door,” 
as in Manchukuo, means to Japan the gradual elimination 
of serious commercial competition with her own traders. 
In these circumstances it is difficult to see how an inde- 
pendent Chinese banking and currency system can long 
survive. It is true that Japanese influence in the vast 
hinterland is slight; but, with a stranglehold on the 
main channels of China’s economic life, Japan’s domina- 
tion may well outlast Chinese commercial resistance and 
force the banking community to undertake some measure 
of co-operation with the invader. 

In the October issue it was stated that the Notes 
issued by the Federal Reserve Bank of China were not 
generally acceptable to the public and were, owing to 
their inconvertibility, circulating at a discount with the 
notes of the three Chinese Government banks. The 
note circulation of the Federal Reserve Bank in N. China 
is about $90 million and is stated to be covered by gold 
and silver bullion, foreign currencies and deposits; but 
the proportions in which these items constitute the 
backing are not known. It is now announced that a 
foreign exchange revolving fund of $5 million has been 
created. This is to be operated by the Yokohama 
Specie Bank and exporters will be allowed advances at 
special low interest rates. Through the agency of the 
Bank of Chosen also certain limited operations in foreign 
currency are contemplated. Any bank in N. China, 
irrespective of nationality, may avail itself of these 
facilities, which at best seem of rather doubtful value. 

In Central and South China the Japanese are now 
using “ military’’ notes to pay current expenses, instead 
of the Bank of Japan notes used formerly. The use of 
the latter led to foreign exchange difficulties and obviously 
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made calls on Japan’s resources of foreign currency, 
which are undoubtedly slender. 

Meanwhile the Chinese national dollar has main- 
tained a remarkable stability and is still quoted about 
8d. nominal in spite of the vicissitudes of the military 
situation. The Chinese authorities are still making 
available from their currency reserves allotments of 
foreign exchange amounting to about {£20,000 per week. 
Though the hindrance to China's exports, except through 
Japanese channels, must undoubtedly react on the 
national currency position, the Chinese have sufficient 
resources abroad to enable them to finance for a long 
time such imports of military and other necessities as 
can be brought into the country from the north-west or 
through French Indo-China. The determined efforts 
which they are making to recapture Canton indicate the 
importance which they attach to this outlet to the sea. 

HonGc KoNnG 

With the fall of Canton, Hong Kong finds itself 
isolated from the Chinese mainland, the source of a 
large proportion of its supplies of fresh vegetables and 
meat. Up to now economic conditions in the island 
have been extremely prosperous, the large entrepdt 
trade receiving a fillip from the disturbed conditions in 
North China. While Shanghai’s trade in the nine months 
January—September, 1938, declined approximately 60 per 
cent. as compared with the same period in 1937, the trade 
returns for Hong Kong for the first eight months of 1938 
show increases of approximately II per cent. in imports 
and 17 per cent. in exports over January to August, 1937. 
These flourishing conditions are not likely to continue, for 
the financial and commercial outlook at the moment is 
bleak. Nevertheless, the colony is facing the future 
with courage, and legislation has been passed to enable 
the Government to commandeer stocks of commodities 
and to control prices. The exchange remains firm at 
about 14d. to the dollar. The Hong Kong Bank note 
circulation on September 30 last was as follows :— 


Chartered Bank of India, Australia and China * $23,688,244 
Hongkong and Shanghai Banking Corporation vk $210,047,718 
Mercantile Bank of India se si ia Ma $4,398,884 


$238,134,846 
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ROUMANIA 


SPEECH DELIVERED BY HIS MAJESTY KING CAROL 
OF ROUMANIA AT THE GUILDHALL IN THE 
CITY OF LONDON, ON NOVEMBER [é6th, 1938 


In reply to the toast of his health and that of Prince Michael, 
proposed by the Lord Mayor, King Carol acknowledged the toast 
and proposed that of the Lord Mayor and Corporation of London. 
In a speech which was punctuated by frequent cheering, he said :— 

I cannot conceal the deep emotion that moves me on being given 
such a warm reception by you, and also by the population of the 
proud and mighty capital of the British Empire. My first words 
are, therefore, words of sincere and heartfelt thanks to all the 
distinguished persons, and to the entire population, who by the 
spontaneous expression of their feelings pay their homage not only to 
me but to my country, the sentinel of Occidental civilization at the 
gates of the Orient. The fact that in my veins flows the same blood 
as that of your King I am convinced has also contributed to this 
splendid welcome. Was not my mother a daughter of the Duke of 
Edinburgh, and am I not the great-grandson of the great Queen 
Victoria? This is, therefore, the first and one of the strongest ties 
that bind me to this nation. 


Moreover (King Carol continued), in more recent times neither he 
nor his people could forget that Roumania belonged to the same 
mighty army of the Allies, fighting for the same cause and for the same 
faith. But as the history of nations was not written in one century 
only, he would remind his hearers that at the end of the sixteenth 
century men of English blood had been fighting in the mountains of 
Roumania at the side of the national hero of Roumania, Michael the 
Brave, and that a few of them found their valiant end in the ranks of 


his army. 
PEACE AND PROSPERITY 


From that time onwards the ties between Roumania and Great 
Britain were strengthened for a new purpose—that of working for 
peace and for the development of economic prosperity. Those who 
could read history attentively would easily see what an active part 
in the history of civilization his country had pl ryed. Established on the 
ancient boundaries of Western civiliz: ition, Roumania created in 
the course of centuries, through the bravery of her sons, the first 
breaker of barbaric invasions. 
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ROUMANIA—continued. 


Standing at the mouth of Europe’s most important way of 
communication, the Danube, Roumania (King Carol said) has always 
been envied by her neighbours and has had to fight continually for the 
national entity of her r people. Such were the burdens of the past and 
such are the foundations on which past generations and the present 
one have been and are working for the establishment of a powerful, 
civilized, and flourishing State, which has resisted so splendidly in 
the past and will now be able to realize its aim with patriotism and 
energy, being animated by a strong will and its love of peace. 

If I have linked so closely the two conceptions of peace and 
economic prosperity it is because I do not see any two aspects of human 
civilization that should be associated more closely. Economic 
prosperity cannot develop itself unless it is animated by a strong will to 
maintain peace, and there are no better means of preserving peace 
than through a loyal and equitable development of economic exchange. 
I am firmly convinced that if we follow this line of conduct with 
firmness and with sincerity, there will be a rapid progress towards that 
which all nations desire so fervently—good will and peaceful collabora- 
tion among all nations. 


A SOLID BASIS 


Economic interpenetration, representing, therefore, in reality a 
more profound knowledge of the needs and the customs of the various 
nations, must become a solid basis for friendship and collaboration. 
[ attach such great importance to the development of these relations 
that I do not consider that there could be any more useful and more 
reliable ambassadors of peace between the nations than the business 
men. 


Roumania, I assure you, is ready to adopt such a programme 
as soon as she can be certain of receiving sufficient collaboration of 
a real and serious nature. Thus you can see that my country expresses 
itself to-day through me, and it is confidently anticipating the 
realization of a policy of peaceful understanding based on economic 
foundations. I declare this because I am conscious that this is one 
of the surest methods of stimulating the progress of human civilization. 
I also make the statement because Roumania needs first of all a 
peaceful atmosphere for her development, so as to attain through 
patient labour the strengthening of her material forces and the 
furthering of her moral and intellectual progress. 


A country must not pride itself only upon its powerful army and 
its favourable economic situation, but it must also be proud of the 
irradiation of its cultural attainments. Such is Roumania, which I 
and all my people are preparing diligently and firmly for the future ; 
such is Roumania as I have tried to describe it to you to-day. I am 
convinced that this programme of civilizing development will be 
the means of strengthening even more the friendly relations already 
existing between my country and the British Empire. Although 
situated at the opposite ends of Europe, we shall always be able to 
find common interests and ideals which will permit an even closer 
relationship in the economic and intellectual spheres. 
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Bank Meeting 
BANK OF NEW SOUTH WALES 


CONTINUED GROWTH 


PRADE 


MR. 


HE Ordinary General Meeting of the Bank 
of New South Wales was held at Sydney on 
November 25. 


Mr. Robert W. Gillespie (President of the Bank), 
in the course of his speech, said: We are to-day 
commemorating the one hundred and twenty-first 
year of the existence of the Bank and the first 
occasion in its history when the total deposits at 
the annual balance had exceeded the sum of 
£100,000,000. This is a record of which we can 
all feel proud. 


The balance of the year’s profits at £547,835 
shows an increase of £4,593. Your directors 
recommend a payment for the fourth and final 
quarter’s dividend at the rate of 6s. per share in 
Australian currency, 

THE WORLD SITUATION 

You were reminded last year that the intere 
national situation was causing concern, 
Unfortunately that is still so; there has indeed 
been a substantial deterioration in the position 
during the past year. On the whole the outlook 
is not very promising. There are, however, 
features that would lead us to believe that the 
set-back we are experiencing will be neither as 
severe nor as prolonged as the last depression. 
The chief currencies of the world are now on a 
firmer basis, and there is more effective co-opera- 
tion between national monetary authorities. It 
is almost certain that there will have to be further 
readjustments as, for instance, between sterling 
and the dollar, but the facilities for adjustments 
are better than formerly. There has also been 
a certain adjustment of debts, which will not 
now be so great an obstacle to recovery. Most 
important of all, the stocks of principal raw 
materials are not as great as they were in the last 
depression. ‘The relatively high prices of last 
year were in fact due to a belief that there would 
be a shortage, which induced speculators to enter 
the market. Stocks have risen slightly, but are 
not necessarily excessive. That does not perhaps 
apply to some commodities, including wheat, in 
which trade has been so reduced that even much 
smaller stocks than hitherto may prove an em- 
barrassment, but over the whole range of com- 
modities entering world trade it is roughly true. 

Taking only economic circumstances into 
account, we may therefore reasonably expect a 
recession much milder than that of 1929-32. 
But there is, on the other hand, such a disturbed 
political situation both in Europe and the Far 
East that any prediction would be futile. If 
we are to cling precariously to peace we may 
expect a general reduction of activity despite the 
increase in armaments expenditure; if a general 


some 


POSITION AND OUTLOOK 


ROBERT GILLESPIE’S REVIEW 


war breaks out no one can foretell its economic 
repercussions, 


CONDITIONS IN AUSTRALIA 


When my predecessor addressed you last year 
Australia had progressed beyond the stage of 
economic recovery and had reached a state of 
general prosperity. The warning then given 
that the existing level of prosperity had some 
uncertain foundations has unfortunately been 
justified in the record of the past year. Certain 
danger spots have shown themselves in what was 
otherwise a successful time for producers and 
consumers alike. Two features are worth 
examination; the condition of the export indus- 
tries and the structure of secondary industry and 
commerce. 

During the past twelve months primary pro- 
ducers have borne the double burden of steadily 
falling oversea prices and droughts widespread 
throughout the pastoral areas of the country. 
The Bank’s index of export prices fell from 138 
in the first quarter of 1937 to 107 in the first 
quarter and roo in the third quarter of 1938. 
This handicap was offset last season by increased 
shipments, but drought conditions have lowered 
both the quantity and quality of the wool clip 
in the present season and damaged the wheat crop. 
We must, on present prices, expect a much lower 
income from our exports in 1938-39. 


TREND OF COSTS 

Activity in secondary industry has been high, 
the index of employment in factories having 
remained fairly steady in recent months slightly 
above the 1936-—37 level. During the last twelve 
months investment in factory construction, plant 
and machinery has been strong at a time when 
employment has been high, efficient labour scarce 
and money wages rising. The danger in this 
position is that at the same time as buoyant 
spending-power encourages entrepreneurs to take 
rosy views of the future, unit costs rise; these 
drive prices upward and a state of instability is 
reached in which the inevitable slackening of the 
rise in prices not only causes immediate losses as 
overtake prices but also necessitates a 
drastic purge of capital resources misdirected 
because of anticipations of profitability that are 
not fulfilled. It is difficult to estimate how far 
this tendency has gone in Australia, but there 
seems little cause for uneasiness about most kinds 
of development. ‘There has been a larger inflow 
than usual of raw materials for secondary industry 
and of machinery, but much of the machinery has 
gone to replace obsolete plant rather than expand 
productive capacity. 


costs 
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NO CAUSE FOR PESSIMISM 


As to the steps which we must take to set 
Australia’s house in order and eliminate instability, 
one cannot exaggerate the importance for primary 
industry of efficient methods, pasture improve- 
ment, fodder conservation, soil protection and 
careful tillage in increasing output per unit cost and 
so bringing within range profitability at present 
prices. The other economic fact to which we 
must give due importance is that an upward 
movement of costs and prices in secondary 
industry will not only produce the risk of un 
economic expansion, but also will severely preju 
dice primary producers whose prices are deter- 
mined in world markets. Ruling out wide 
fluctuations of the exchange rate as impracticable 
in the present circumstances, we have to recognise 
that, in the special structure of Australia’s produc 
tion, widespread Josses in primary industry as a 
result of abnormally low prices cannot be allowed 
without some concessions by other productive 
sections. If temporary loss is suffered it may 
have to be shared. One hopeful sign is the atti- 
tude of the Commonwealth Tariff Board which, 
fearful of this form of instability, has refused to 
grant protection to industries founded on the 
basis of costs deemed to be unduly high. 

There is no cause for pessimism. Australia’s 
constitution is sound and her reserves of strength 
are adequate. Moreover, in the monetary sphere 
she may expect responsible leadership from the 
Loan Council and the Governments Essentially, 
policies adopted must be flexible and capable of 
rapid adaptation according to readings of the 
pulse of the economy from time to time. 


PRIMARY INDUSTRY 

From the point of view of production, Austra 
lian primary industry enjoyed a good year. The 
wheat crop was the fourth largest on record, the 
wool clip was about the average size and production 
in most other primary industries was satisfactory. 
Unfortunately prices of wool and wheat showed 
a considerable decline over the year and, par 
ticularly in the case of wheat, seem to have little 
prospect of any immediate improvement. The 
dairying industry on the whole had a satisfactory 
year and prospects for the early part of this 
season are encouraging. 


SECONDARY INDUSTRY 

The many limitations on the potential expan- 
sion of our primary industries and the tremendous 
fluctuations over a period of years in the export 
income from these sources, together with the 
agricultural policy of the British Government, 
have made it imperative that Australia should 
pay some attention to her secondary industries. 
The activities of the recent Australian Trade 
Delegation in London seem destined to have far 
reaching effects on the future lines of this develop- 
ment, for it has been determined that the funda 
mental basis of Empire trade agreements will be 
defence, and the development of Australia’s 
secondary industries is an important factor in 
Empire defence. 

The announcement of these proposals has come 
just when the need for increasing and strengthen- 
ing Australia’s defences and her whole defence 
economy has been brought home forcibly to the 
Australian people. We have been informed 
during the past year that the Commonwealth 
Government has taken steps towards the organisa 
tion of secondary industry on a defence basis and 
it is to be hoped that a comprehensive survey of 
Australia’s needs and potentialities will be made. 
It should be possible to lay down a plan of develop 
ment over a period, taking into account Australia’s 
need of encouraging secondary industries and 
Great Britain’s need of maintaining her exports 
Further, by giving our trading customers access 


to our home market in those industries which we 
consider could not with advantage be established 
in Australia, we should be performing an important 
service towards the attainment of a liberal trade 
policy in the best interests of Australia and the 
world. Steps have been taken during the past 
year to establish various new industries. 

On the whole the activity of Australian second- 
ary industry has remained at a high level. The 
progress of the heavy industries continued during 
the year, Broken Hill Proprietary achieving 
records in both output and profits. In addition, 
firms specialising in structural steelwork had 
a good year, owing to the activity in the building 
industry. 

NATIONAL INSURANCE 

A most important piece of legislation passed by 
the Commonwealth Government during the year 
was an Act to provide a national contributory 
scheme for health and pensions insurance. Every 
employed person engaged in manual work, and 
every non-manual worker receiving an income of 
£365 per annum or less is to be compulsorily 
includedin thescheme. The benefits proposed are, 
briefly, free medical treatment, sickness payments, 
old age and widows’ and orphans’ pensions. 

OVERSEA TRADE 

Conditions abroad were less favourable during 
1937-38. Although the lower prices for wool 
and wheat were offset to some extent by higher 
prices for butter and meat, the average price of 
our exports was some 12 or 13 per cent. lower than 
in 1936-37. It was only because of increased 
shipments of many commodities that our export 
income was prevented from falling appreciably 
below the level of the previous year. Since the 
beginning of the current season prices continued 
to be weak, and the average price of goods ex- 
ported during the first quarter stood some 20 to 
25 per cent. below the level of the early part 
of last season. The disturbed economic and 
political conditions abroad render the prospects 
for prices very uncertain, and consequently much 
may depend on our ability to maintain the volume 
of shipments. Although there were elements of 
weakness in the export market in 1937-38, general 
conditions in the country were prosperous, and 
this was reflected in a strong flow of imports. 

PUBLIC FINANCE 

General prosperity throughout the Common 
wealth in 1937-38 is evident from the favourable 
Government accounts. Increased returns came 
from nearly all classes of taxation, and from 
Government business undertakings without 
heavier rates of tax or higher charges, and for 
the first time since the war the aggregate revenues 
of the States showed a surplus. The State 
budgets for 1938-39 all anticipate higher revenue. 
Stock Exchanges have reflected the disturbed 
conditions of the past twelve months, and, in 
general, have been depressed. 


NEW ZEALAND 

During the past year the economic position of 
the Dominion has shown some deterioration. 

With the prospect of a lower export income and 
rising internal prices, it seems that the Government, 
returned to office at the recent elections, may 
have difficulty in carrying out its policy, which 
entails heavy spending. I would strongly 
emphasise the danger of inflationary methods of 
finance which keep the national income at a 
nominally high level but reduce the purchasing 
power of money, with inevitable dislocation in 
the economy through rising costs and prices, 

The report and accounts were adopted. 

The foregoing is an abstract from Mr. R. W. 
Gillespie's speech, full copies of which may be ob- 
tained on application to the London office of the Bank 
of New South Wales, 29, Threadneedle Street, E.C. 
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Correspondent 


Banks 


A CENTURY ’S accumulated experience and con- 
servative progress have qualified the Westminster Bank to 
offer its characteristic services as a London correspondent 


to foreign and colonial business establishments. 


ITS BRANCHES form a wide network extending over 
the whole country, and the services of the entire system 
are available to clients abroad, so that with a minimum 
of formality and delay, arrangements can be made for 
the payment of Drafts, Letters of Credit, or Cheques, in 


any part of the British Isles. 


CONVERSELY, with a few unimportant exceptions, 
there is no country in the world possessing a marketable 
currency in which the Westminster Bank does not main- 
tain current accounts, through which it can effect world- 


wide transfers of funds with the utmost dispatch 


THE FOREIGN EXCHANGE DEPARTMENT 
is kept in direct touch with the market by means of a 
private telephone exchange of a highly modernized type, 
which ensures that no order or inquiry from abroad is 


held up on account of the congestion of business. 


BANKS OR MERCHANT HOUSES wishing to 
establish a London connexion are invited to communicate 


with the Manager 


WESTMINSTER BANK 


LIMITED 
Foreign Branch Office: 41 Lothbury, London, E.C.2 














319 


Some Recent National 
Provincial Banks 


By Professor C. H. Reilly 


HE pleasure of looking at some of Mr. Holden’s 

varied designs for the National Provincial Bank 

has come round again. It will be remembered 
that he is the salaried official architect to this bank, who, 
according to the views of some people, should as an 
official be producing stereotyped buildings, all alike and 
all a little stale. We know from other batches of these 
National Provincial branches we have considered that 
exactly the reverse is the case with him and that the 
general standard he achieves is higher, not lower, than 
that of the other big banks employing in turn a number 
of independent architects in private practice. Of course, 
as in the work of every artist of any calibre, Mr. Holden’s 
buildings, however varied the problems he has to meet, 
have the little personal touches of his personal style. I 
should now, I think recognize his work whether he is 
adding to an old Georgian building in a country town or 
designing an entirely new branch in a cubist modern 
manner. There is a certain delicacy and refinement in 
all he does which is unmistakable. 

I have a number of new branches, nine in all, to choose 
from. The National Provincial seems to have been 
opening more new branches than any of the other five 
big banks. I propose, however, to select six only, but 
each representing a different problem, and to devote to 
these eleven illustrations. 

The first I select is the new branch, in beautifully 
clean stone ashlar with a few slight mouldings, at Sutton. 
It will be seen at once that this bank, although it ends 
the street so well and is so superior in its refinement, and 
indeed gentility, to its surroundings, is built on an extra- 
ordinarily narrow site. It needed, one can imagine, some 
very interesting and novel planning to obtain within a 
strip of land, perhaps only twelve feet wide, the ordinary 
bank accommodation. Let me try to explain how this 
has been achieved. One enters first a lobby from which 
one turns to the right into a long wide passage. As one 

EE* 
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walks down this passage one passes on one’s left first t! 
manager’s room lit by the first big window, and then tl 
banking hall with its long counter delimiting the passa: 
on the left-hand side. This banking hall section is lit b 
the next three windows. The space behind the count 
is so narrow, however, that there is only room behind 
for the cashiers. The clerks are all in a squarish room 
which stretches the full width of the site and is lit b 
the next two windows. This room is approached from 
behind the counter. Behind this, and behind the plat 


CrAL BANK 


Mr. W. F.C. Holde 


THE SUTTON BRANCH 


wall where there is no window, isa staircase and lavatory 
and small yard. The staircase leads to an upper top-lit 
floor over this section for storage. The result is really a 
rather spacious interior, though the screens and counter- 
front seem a little heavily moulded for its size. There 
is even a small waiting space with glass doors next to the 
manager's room enclosed by dwarf partitions which | 
had forgotten to mention. 

I think it will be agreed that the exterior, admitting 
the classical convention in the vertical shape and spacing 





VATIONAL PROVINCIAL BANKS 321 


f the long windows, in the cornice and in the framing of 
the entrance door, is as clean and simple and attractive 
as possible. To be hypercritical one might say that the 
small raised panels above the cornice, which I have only 
just seen, so slight are they, are unnecessary and that the 
two flagstaffs, which are there, I suppose, to define the 
long front and express its length, are perhaps a little 
coarse in contrast to the extreme refinement of the 
windows, with their delicate architraves and the cornice 
itself. 


[HE INTERIOR OF THE SUTTON BRANCH 

The aoe branch built in the same year, that 
is, 1n 1937, is a much bolder affair. Here the Corporation 
merely wante -d the right-angle corner where the two streets 
meet chamfered off by a short 45 face. Most bank 
architects would, I think, have accepted that and thereby 
have spoilt their building internally and externally with 
the usual canted public-house entrance. Instead, Mr. 
Holden did a much bolder thing. He persuaded his 
clients to surrender a little more land and swept the two 
fronts—or, rather, the three fronts if he had merely cut 
the corner off—into one by a continuous course. See 
how clever that is. It gives unity to his building, which 
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instead of two long fronts and a little one has now on 
long continuous one. The curve, too, allows of 
monumental effect and with one storey, now necessaril 
of great scale, actually calls for it. The result, I think 
is fine, with the simple sweep of the roof and the thre 
long windows right and left, even if the doorway and its 
trimmings are a little too ornate, in spite of Mr. Holden’s 
small and refined detail. This detail of his is best seen 
in the brackets to the doorhead, in the door itself, with 
its small square panels, and in the steps and the little wing 
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Mr. WI 
tHE SCUNTHORPE BRANCH 
walls enclosing them. A few years ago we should all 
have been proud, too, of the double pilasters on either side 
and the rather too clever way they are held together in 
the frieze with roundels. The same remark applies to the 
elaborate keystone and the carved panel above with the 
palm leaves. To-day these all seem a little over-elaborate. 
To-morrow, I admit, they may seem right again and of their 
period, like the elaborate brackets and cornices toa Queen 
Anne door. Once more there are flagstaffs, this time 
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on the curve, and, therefore, sticking out rather like tusks. 
[t is interesting to find solemn institutions like banks 
inting to do a little flag-wagging occasionally. 


Cay 


The height of this single storey building allows a 
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delightful-looking interior to the banking hall with three 
long windows and big cove to the ceiling and then what 
appears to be an oval glass dome. I gather from a 
sketch plan Mr. Holden has sent me he has managed, in 
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spite of the difficult shape of his site and his centr: 
entrance, to give to this fine apartment a balanced shap: 
Mr. Holden is really a very clever planner. He ought t 
persuade his bank to allow his plans to be published a 


THE LUTON BRANCH 


well as photographs of his buildings. It would really be 
ridiculous the way I have to go on criticizing bank build- 
ings vear after year without seeing their plans were it not 
that, like the little Council house, the little branch bank 
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everywhere, according to its type, has much the same 
plan. It is to Mr. Holden’s credit that his are not, asa 

ile, of these standard types. That is why it would be so 
interesting and valuable to publish them if he could 
persuade his clients to permit this. 

The next bank I am illustrating is the new Luton 
branch opened this year, because it is more “‘ modern,” 
especially in the lines of its fine banking hall, and because 
it is part of a building scheme including the shops on 
either side. There was a big street widening, and the 
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bank formerly occupied the corner site now used by the 
shop on the right-hand side. In order to obtain an 
homogeneous whole the bank persuaded the owners of 
the left-hand shop to rebuild their front to balance 
that of the new right-hand one. In doing so Mr. Holden, 
by setting back the bank, now in the centre, was able to 
vive to each shop the sort of projecting window all shops 
would like, but so rarely get. 

It will be seen in this completely new environment the 
architect has felt himself free to give his bank a less 
traditional appearance. Nevertheless, it is very dignified, 
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the mass of plain brickwork where is the bank’s nam 
forming a fine foil to the white fluted stonework and larg 
windows below. The central part of the front is slight] 


1 Mr. WL FOC. H 
THE LUTON BRANCH, BRONZE DOOR DETAITII EXECUTED BY 


rHE BIRMINGHAM GUILD 
curved forward from its flat brick wings and flagstatts, 
the composition being so arranged that while the bank 
is not overwhelmed by the strongly projecting shops it 
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has a solidity and reserve of its own. I would like to 

il attention to its fine bronze door with square panels, 
each with a raised classical motive which was made by 
the Birmingham Guild of Handicrafts. | The interior of 
the banking hall, with its broad plain faces of weathered 
sycamore veneer, with an Australian walnut veneer to 
the front of the counter, is very simple and dignified, 
and a proof that the modern manner of using plain wall 
linings can be as dignified, indeed, more so, than any 





THE BISHOP’S STORTFORD BRANCH 


moulded and panelled scheme, and twice as efficient- 
looking. 

The Bishop’s Stortford branch, also opened this year, 
I have chosen because the building, with its slightly 
bayed return front and its generally solid appearance, 
seems, on its sloping site, so admirably to buttress the 
remaining buildings in the block. This solidity, clearly 
selected to suit the site, is obtained by keeping the sills 
of the ground floor windows high with plenty of plinth 
and plain stone work under them, and by keeping their 
heads low too, so that there is space for a fine field of 
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brickwork above them before the upper domestic floor is 
reached. The architect was able to keep the windows 
of his banking hall comparatively small in this way 
because he can light it on two, if not three, sides. Thi 


Mr. W. F.C. Hold 


THE HENLEY-ON-THAMES BRANCH 


little building is, in my opinion, a very good exampk 


of how a capable architect gets the best out of the 
peculiarities of his site and lets them help him rathe 


than hinder him. 
| 


The Henley branch, opened in 1937, I have chosen 
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THE SOUTHWARK BRANCH—AS IT WAS 


Mr. W. F.C. Holden and Mr. J. Reeve Young 
THE SOUTHWARK BRANCH AS IT IS TO-DAY 
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because this is an instance, so common, of a bank being 
introduced into the ground storey of an old building, but 
with the not-so-common result in that the scale and detail 
of the new does not fight with nor destroy the old. Notice 
for instance, how Mr. Holden has given to his new bank 
window panes the same shape and proportions as thos: 
to the old sash windows above. This scheme of a larg: 
bank window, curved or straight, between Robert Adam 
type of columns or pilasters framing a doorway on either 
side, is one he is very fond of. I seem to have seen it o1 
something like it a dozen times to National Provincial 
banks, and very good it is. The only thing I feel about it 
here, beyond how satisfying it is, is that the cornice to the 
bank entablature projects a shade too far for the windows 
above and for the old cornice to the building itsel! 
immediately under the roof. 

The last example was of a very sympathetic treatment 
to a not very distinguished original building. My final 
example at Southwark is the removal of a very bad and 
heterogeneous set of shop windows and doors of a Vic- 
torian building, and the introduction of a simple modern 
front in black polished granite which takes no particular 
notice of the building above, because I imagine it is not 
worthy of it. Nevertheless, the new bank is a great 
improvement to the block as a whole, as the photographs 
show. This work was done by Mr. Holden in conjunction 
with Mr. J. Reeve Young. 

: ** ** * * 

With regard to my article in the November number 
entitled ‘““ A Five-Year Review of Scottish Bank Archi- 
tecture’ I had no idea when I was writing it that the 
Scottish architect, Mr. Leslie Grahame-Thomson, was 
joint architect with Messrs. Mewes & Davis of London 
for the new headquarters building in Edinburgh for the 
National Bank of Scotland. If I had known that, | 
should obviously not have written it in the strain I did, 
that is to say, complaining so strongly that the bank had 
vone to London for the design of their building when 
there are so many first class architects in oe and 
Glasgow. | sg og? sincerely both to Mr. Grahame- 
Thomson and to the National Bank of Scotland for my 
mistake. 
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